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The  Honorable  Marilyn  Lloyd 
Chairman.  Subcommittee  on  1 
and  Consumer  Interest 
Select  Committee  on  Aging 
House  of  Representatives 

Dear  Madam  Chairman: 

In  response  to  your  iequest,  this  report  addresses  the  processing  time  for  section  202 
projects  frt)m  fund  reservation  to  construction  start.  Specifically,  the  report  discusses  the 
increase  in  processing  time  that  can  be  caused  by  limitations  placed  on  fair  market  rents, 
additional  sponsor  contributions  because  of  insufficient  fair  market  rents  to  cover 
development  costs,  inconsistent  interpretation  of  cost  containment  requirements,  and 
inconsistent  administi'ation  of  the  jtrogram  by  the  Department  of  Housing  and  Crban 
De\'elopment  (urn)  field  offices.  The  report  addres.ses  these  cau.ses  and  contains  a  numbei*  of 
recommendations  to  better  ensure  the  timely  completion  of  section  202  projects. 

As  agreed  with  your  office,  unless  you  publicly  announce  its  contents  earlier,  we  plan  no 
further  distribution  of  this  report  until  30  days  from  the  date  of  this  letter.  At  that  time,  we 
will  send  copies  to  the  Secretary.  Department  of  Housing  and  Urban  Development:  the 
Director,  Office  of  Management  and  Budget;  other  congressional  committees  and 
subcommittees  interested  in  housing  matters;  and  other  interested  parties.  We  will  make 
copies  available  to  others  upon  request. 

Oui-  work  was  conducted  under  the  general  direction  of  .John  M.  01s.  Jr..  Director.  Housing 
and  Community  Development  Issues,  who  can  be  reached  at  (202)  27.'>-.'>.u2n.  Other  majoi' 
contributors  are  listed  in  appendix  VI. 
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Executive  Summary 


Purpose 


Nonprofit  organizations  roceive  direct  loans  for  constructing  or  reiiabili- 
tating  rental  housing  for  the  elderly  and  handicapped  under  S(H  tion  2(12 
of  the  r.S,  Housing  Act  of  1959(12  I’.S.C.  ITOlq).  As  of  1988.  the 
Department  of  Housing  and  rrban  Development  (ifi  fi)  had  3  years' 
worth  of  projects  where  construction  had  not  started. 

Noting  this  backlog,  the  Chairman.  Subcommittee  on  Housing  and  Con¬ 
sumer  Interest.  House  Select  Committee  on  Aging,  asked  (i.Ao  to  (‘xamini* 
hcd’s  project  processing.  The  chairman  was  concerned  that  lengthy  pro¬ 
ject  processing  might  be  increasing  nonprofit  organizations'  (si)onsors  ) 
costs  and  delaying  the  delivery  of  housing  to  the  elderly  and  handi¬ 
capped.  As  agreed,  this  report  examines  trends  in  project  processing 
times  between  1980  and  1988  and  relates  sponsors’  views  on  the  reasons 
for  delays  in  processing. 


Background 


The  section  202  program  allows  ni  n  to  make  50-year  direct  loans  to  non¬ 
profit  sponsors  to  construct  or  rehabilitate  rental  housing  designed  sjx'- 
c.fically  for  the  elderly  and  handicapped.  Over  the  years,  amendments 
to  the  1959  legislation  have  targeted  the  .-.ection  202  program  to  lower 
income  (defined  by  oi  o  as  not  exceeding  80  percent  of  an  area's  median 
income)  elderly  and  handicapped  and  have  provided  them  with  rental 
assistance  payments  to  make  this  housing  affordable. 

Project  processing  involves  a  series  of  in  D  reviews  of  project  plans 
which  occur  between  the  time  in  n  reserves  funds  for  a  project  and  the 
start  of  construction,  m  n  reviews  are  intended  to  ensure  that  propo.sed 
projects  meet  program  requirements,  are  well-designed  but  meet  cost 
containment  standards,  have  sufficient  and  reasonable  construction 
budgets,  and  have  rents  in  line  with  new  construction  fair  market  rents. 
Fair  market  rents  are  established  annually  by  Hi  n  for  individual 
housing  areas  on  the  basis  of  rents  for  comparable  units. 

Between  1980  and  1989.  the  Congre.ss  authoi'ized  $6.9  billion  for 
133.851  units  of  section  202  housing.  During  this  period.  lirn  returned  to 
the  Treasury  about  $932  million,  or  13  percent,  of  the  total  authorized 
loan  authority. 


Results  in  Brief 


Over  the  past  9  years,  the  time  required  to  process  a  section  202  projec  t 
increa.sed.  As  a  result,  many  low-income  elderly  and  handicapped  people 
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have  been  delayed  in  receiving  housing  assistance.  In  IdHH.  onl\  in  jK'r- 
cenl  of  m  il's  51  Field  offices  achie\ed  tlu'  program's  goal  of  starting  pro¬ 
ject  construction  within  18  months  after  fund  resi'rvatKin. 

Three  factors  stand  out  as  the  primary  reasons  for  jirocessmg  de!a\  s. 
First,  m  o  has  indirectly  restricted  funds  availahh*  to  finance*  section  202 
projects  by  establishing  fair  market  rents  that  art*  ttHi  low  in  some  cases 
and  do  not  reflect  the  cost  of  construction.  Second,  m  iioffii  t's  are  incon¬ 
sistent  in  th<*ir  cost  containnumt  reviews  and  often  change  p reject  gdans 
in  an  effoit  to  lower  costs  to  limits  supportable  by  fair  market  rents. 
Third.  lli  D's  administration  of  the  section  21)2  program  varies  among 
field  offices  because  some  field  offices  ha\  e  developed  efh'ctix  e 
processing  procedures  and  practices,  while  others  have  not. 


Principal  Findings 


Processing  Time  Has 
Increased 


The  time  required  for  tifo’s  processing  of  section  202  pi'ojects  has  ri.sen 
an  average  of  7.5  months  from  19.3  months  in  1980  to  20.8  months  in 
1988.  As  of  November  1989,  1 .092  pi'oJects  were  under  m  i>  review  and 
awaiting  construction.  About  45  percent  of  thest*  projects  had  been  in 
processing  for  at  least  2  years. 


Fair  Market  Rent  Limits  market  rents  determine  the  income  available  to  cover  the  ojx'i  ating 

Increase  Processing  Time  <-<>sts  and  loan  pav-ments  for  a  section  202  project.  When  fair  market 

^  rents  are  too  low  to  cover  project  costs.  iit  D  often  requires  sponsors  to 

pel  form  time-consuming  and  costly  redesigns  of  their  projects  and  file 
lengthy  appeals  for  increases  to  the  fair  market  rents. 

Fair  market  rents  for  section  202  projects  are  low  in  certain  areas  of  the 
country  because  of  two  urn  policy  decisions  aimed  at  controlling  pro¬ 
gram  costs.  First,  in  1982,  iM  i)  headquarters  began  capi)ing  fair  market 
rent  increases  at  predi'termiiv'd  national  inflation  rates  ra’her  than 
using  local  rental  market  surveys  conducted  by  its  field  offices.  If  field 
office  rent  sur.-eys  are  higher  than  in  n's  predetermined  inflation  rate, 
fair  markt't  rents  are  set  at  the  lower  capped  amounts.  Over  time,  the 
impact  of  capping  fair  market  rents  has  resulted  in  wide*  disparities  in 
certain  areas  of  the  country  between  the  lower  nrn-allowed  rents  and 
the  higher  market  survey  I'ents.  Second,  in  198().  urn  began  limiting 
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allowable  mortjiage  loans  to  fair  market  rents  in  plaee  at  the  time  of 
fund  resei  vation. 


Fair  Market  Rent  Limits 
Lead  to  Sponsor 
Contribution 


Seetion  202  leJ^islation  allows  nonprofit  sponsors  to  finance  100  percent 
of  allowable  project  develojtment  costs.  However,  even  after  sjH»n.sors 
redesijin  their  projects  to  comply  with  lit  n  revit'ws  and  receive  the  max¬ 
imum  rents  allowable  under  iiri)  regulations— 120  percent  of  the  area  s 
fair  market  rent— it  still  may  be  insuffic-ient  to  cover  project  dc'veloj)- 
ment  costs.  In  five  of  the  six  field  offices  (;.\o  visited,  nonprofit  siM)nsors 
were  required  to  make  monetary  contribuiiotis  ranging  from  $000  to 
$3-^0.000  to  projects  in  order  to  begin  construction. 


Application  of  Cost 
Containment  Increases 
Processing  Time 


til  l)  performs  cost  containmcmt  rcwiews  to  ensure  that  section  202 
projects  are  of  a  modest  design  and  are  not  excessive  in  terms  of  ameni¬ 
ties  or  construction  materials.  The  reviews  apply  to  all  projects  regard- 
le.ss  of  fair  market  rent  levels,  lirp  field  offices  normally  perform  tlu'sc' 
reviews  and  can  approve  rents  up  to  1 10  percent  of  the  fair  market  rent 
Increa.ses  above  this  pcu'centage.  but  not  exi-eeding  the  maximum  of  12() 
percent,  require  iifo  headquarters  review  and  appro\'at. 

Cost  containment  review.s  generally  do  not  cause  significant  processing 
delays  when  fair  market  rents  are  adequate.  They  become  a  problem 
when  iiri)  offices  use  cost  containment  as  a  means  to  reduce  i)roject 
costs  so  they  are  covered  by  the  fair  market  rents.  Repeated  field  office 
and  headquarters  reviews,  coupled  with  the  resulting  project  redesigns, 
add  a  significant  amount  of  time  to  project  processing. 

On  the  basis  of  g.ao’s  questionnaire  to  spoirsors.  (;.\()  found  examples  of 
inconsistent  interpretations  of  cost  containment  requirements.  These 
inconsistent  interpretations  may  be  caused  by  a  lack  of  training  and  of 
headquarters  oversight.  Since  198(),  headquarters  has  provided  field 
ol  fice  staff  two  1-day  training  sessions  on  ( ost  containment  compliance. 
Headquarters  has  also  conducted  cost  containment  reviews  at  only  5  of 
the  51  field  offices  that  proc<*ss  section  202  projects. 


HUD  Program 
Administration  Causes 
Processing  Delays 


Two  field  offices  that  (i.\o  visited  allowod  processing  delays  to  routint'ly 
occur  and  provided  little  guidance  to  project  participants  in  meeting  pro¬ 
gram  requirements.  The.se  offiies  consistently  had  processing  times  in 
excess  of  urn's  maximum  allowable  24-month  proce.ssing  criterion  that 
was  in  effect  at  the  time  of  our  review.  Convx'rst'ly,  G.\o  also  visited  two 
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offices  that  paid  strict  attention  to  timely  processing  and  co!tsisten(l\ 
achieved  program  processing  goals.  The  offices  with  timely  proct'ssu  i: 
had  several  management  techniques  in  common.  Specifically,  these 
offices  required  project  development  teams  and  lii D  field  office*  staff  m 
periodically  meet  during  project  processing  to  discuss  time  goals,  cc  f*-' 
containment  objectives,  program  requirements,  and  regulatory  mon-iirtg^ 
limits. 

HID  headquarters  did  not  monitor  the  processing  performance  of  fu  i 
offices.  As  a  result,  section  202  project  processing  receives  differ' 'w 
degrees  of  management  attentam  among  field  offices.  Without  adecoai 
monitoring,  iH  D  cannot  identify  processing  techniques  that  are  wto  tng 
well  nor  be  aware  of  field  offices  experiencing  processing  delays  tl 
could  benefit  from  these  techniques. 


Recommendations 


To  bettc  r  ensure  the  timely  completion  of  section  202  projects,  tlv.  N  t  '  i  - 
tary.  iifP,  should  (1)  establish  fair  market  rents  for  section  202  pr"ie<i' 
that  relject  the  cost  of  modest  housing  in  local  rental  markets  to  la  ip 
reduce  processing  time  and  make  it  more  likely  that  the  section  2o2  pro¬ 
gram  will  provide  100  percent  of  sponsor  financing  for  modest  1\ 
designed  projects  and  (2)  ensure  that  supervisory  visits  and  re\  i'.  s  ;c  c 
implemented  to  validate  consistent  application  of  cost  containmcni 
requirements  among  field  offices. 


Agency  Comments 


lit  D  acknowledged  that  the  factors  cited  in  g.ao’s  draft  report  had  tin 
effect  of  increasing  section  202  project  processing  time,  urn  said  that  it 
had  developed,  or  was  in  the  process  of  developing,  actions  to  d<  al  u  .th 
these  factors.  These  actions  include  increasing  fair  market  rent^  w  It  U* 
minimizing  the  potential  budget  effects,  monitoring  cost  contairniciH  at 
field  offices  for  consistent  application,  issuing  instructions  aimed  at 
establishing  project  processing  timetables  and  requiring  regular  t  .mmiu- 
nications  with  project  development  teams,  and  monitoring  field  offac 
processing  time  and  establishing  a  goal  to  start  project  construction 
w  ithin  an  average  of  24  months,  urn’s  comments  on  gao's  draft  rc{Htrt 
are  included  as  appendix  V  of  this  report. 
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Chapter  1 

Introduction 

Several  million  households  headed  by  elderly  or  handicapiied  jK-rsons 
with  limited  incomes  need  government  assistance  to  obtain  decent  and 
affordable  housing.  The  Department  of  Housing  and  I'rban  f)e\  t'lop- 
ment's  (iiru)  section  202  program  is  the  primary  means  of  federal  assis¬ 
tance  available  to  provide  new  housing  units  to  help  meet  this  need. 

Section  202  of  the  U.S.  llousinj*  Act  of  1959.  as  amended  ( 12  r.SC 
1701q),  aiJthorize.s  urn  to  make  50-year  direct  loans  to  nonprofit  s])on- 
sors  to  construct  or  rehabilitate  rental  housing  for  the  elderly  or  handi¬ 
capped.  Interest  rates  on  the  loans  are  based  on  the  average  interest  rate 
on  all  interest  bearing  obligations  of  the  Tnited  States  not  to  exceed  9.25 
percent.  The  section  202  direct  loan  is  available  to  cover  100  percent  of 
the  cost  of  land  plus  the  cost  to  design  and  construct  or  rehabilitate  a 
project. 

Section  202  projects  are  designed  to  provide  elderly  and  or  handicapped 
residents  with  an  itidependent  living  environment  that  includes  provi¬ 
sions  for  necessary  services,  such  as  health,  continuing  education,  wel¬ 
fare.  recreation,  and  transportation.  Projects  can  also  include  essential 
service  facilities,  such  as  dining  facilities  and  multipurpose  contmunitv 
rooms. 

The  Housing  and  Community  Development  Act  of  1974  permits  in  n  to 
u.se  the  section  202  program  in  conjunction  with  the  section  8  rental 
housing  as.sisiancc  prog;  ai...  The  section  8  program,  established  by  the 
1974  act,  authoi  ized  urn  to  make  rental  a.ssistance  payments  on  behalf 
of  lower  income  families  (households)  to  enable  them  to  obtain  decent 
and  affordable  housing.  Lower  income  families  are  defined  as  those  with 
incomes  not  exceeding  80  percent  of  the  median  income  (adjusted  for 
iiousebivild  size)  for  their  particular  area  of  residence.  However,  section  8 
assistance  is  now  generally  targeted  to  low-income  families  with 
incomes  that  do  not  exceed  50  percent  of  the  median  for  the  area. 


HUD’S  Section  202 
Elderly  Housing 
Program 


Families  eligible  for  section  8  rental  assistance  generally  are  required  to 
pay  :30  percent  of  their  adjusted  monthly  income  for  rent.  The  assistance 
[layment  covers  the  difference  between  the  amount  the  tenant  pays  and 
the  fair  market  rent  for  the  unit.  Section  202  [iroject  rents  are  limited  to 
the  amount  necessary  to  operate  and  maintain  the  project  and  to  cover 


PAge  8 


GAO/RCED-91-4  HouHlng  for  the  Elderly  and  Handirspped 


Chapter  i 
Intrixlurtion 


tlie  amortization  of  the  debt  incurred  to  develof)  and  construct  the  {»ro- 
ject.'  Additionally,  project  rents  cannot  exceed  120  itercem  of  ttu'  fair 
market  rents  (KMks)  established  annually  by  in  l>  for  each  housing  area 
on  the  basis  of  rents  for  comparable  units,  uro  field  offices  are  allowed 
to  approve  reitts  up  to  1 10  percent  of  the  fmhs  while  the  1 20-perceiii 
ceiling  requires  headquarters  approval. 

FMHs  serve  as  a  control  on  the  amount  of  mortgage  financing  that  spon- 
.sors  can  obtain  for  project  construction  costs.  In  authorizing  uro  to 
approve  project  rents  up  to  120  percent  of  fmks.  the  C()ngress  aittici- 
pated  that  this  authority  would  be  used  only  in  exceptional  eases, 
according  to  the  Hou.se  and  Senate  conference  ct)mmittee  n'port  on  the 
1974  act. 

The  F.MKs  for  new  construction  include  provisions  for  all  utilities  except 
telephone  service;  ranges  and  refrigerators;  and  all  maintenance,  man¬ 
agement,  and  other  services  required  to  obtain  privately  developed, 
newly  constructed  rental  housing  of  a  modest  (nonluxury  )  nature.  .Sepa¬ 
rate  F.MRs  have  been  established  for  units  with  different  ntimbers  of  bed¬ 
rooms,  for  various  building  types  (e.g.,  elevator,  walkup).  and  for 
different  housing  market  areas,  F.MRs  for  section  202  projects  include  an 
additional  5  percent  to  cover  the  special  housing  needs  of  the  elderly 
and/or  handicapped,  such  as  emergency  call  systems  and  grab  bars. 

The  Housing  and  Community  Development  Act  of  1987  modified  the  si'c- 
tion  202  program  by  setting  new  requirements  for  non-elderly  handi¬ 
capped  people.  HI  D  implemented  this  legislation  in  May  1989  when  it 
issued  a  final  rule  establishing  a  separate  section  202  Direct  Loan  Pro¬ 
gram  for  Housing  for  Handicapped  People.  Two  major  differences 
between  the  new  non-elderly  handicapped  program  and  the  elderly  pro¬ 
gram  are: 

•  projects  for  handicapped  persons  will  no  longer  compete  with  applica¬ 
tions  for  the  elderly  and 

•  rents  for  handicapped  projects  will  no  longer  be  ba.sed  on  fmk.s  but 
rather  will  be  determined  by  the  reasonable  and  necessary  cost  of  oper¬ 
ating  the  projects  including  the  debt  service  on  the  loan. 

The  new  non-elderly  handicapped  provisions  took  effect  for  the  fiscal 
year  1989  budget  period.  Because  urn  and  program  sponsors  had  no 


'  FMRs  for  Mftion  202  arc  dctcrmirn'd  under  24  CFR  SS-S  .5.  Tbcst>  FMRs  an'  established  mdej-K'n 
dcntly  from  FMRs  used  under  section  8  certificate  and  voucht'r  programs. 
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experience  with  the  new  nnn-elderly  handicaftped  pio^trani.  this  n-porf 
deals  with  the  section  202  elderly  or  handicapped  program  as  it  existed 
prior  to  lirp’s  implementation  of  the  new  non-elderh’  handicai>j)ed 
program. 


How  the  Section  202 
Program  Works 


Before  constniction  of  a  section  202  housing  project  can  begin,  hi  d 
requires  sponsors  to  go  through  a  .series  of  processing  stages.  Tlu'st' 
stages  include  requirements  designt'd  to  ensure  that  the  proposed  jiro- 
ject  ( 1 )  is  eligible  for  a  section  202  loan  and  rent  subsidy  assistance 
under  section  8.  (2)  sei  ves  programmatic  goals.  (:3)  is  well-di'signed  but 
mode.st.  (4)  has  a  sufficient  and  reasonable  constniction  budget,  and  (o  ) 
has  rents  that  are  in  line  with  .section  8  rent  limits  and  that  an*  adequate 
to  support  project  management,  maintenance,  and  debt  .service.  Bi'cause 
of  the  complexity  of  the  prixess.  most  nonprofit  sponsors  (>mf)loy  con¬ 
sultants  to  prepare  the  proposal  and  oversee  developnn*ni  of  the  project. 


7'he  .section  202  process  begins  with  an  annual  appropriation.  I  sing  this 
amount  as  a  base,  m  i)  allocates  funding  to  its  51  field  offices  that  pio- 
cess  section  202  loans.  This  allocation  comes  in  the  form  of  an  announce¬ 
ment  in  the  Federal  Register  called  a  Notification  of  Fund  Availability. 
Kach  field  office  then  publishes  a  notice  in  its  service  art'a  announcing 
its  intent  to  accept  applications  for  project  development  from  interested 
nonprofit  sponsors.  Kach  field  office  accepts  applications  and  conducts  a 
rating  and  ranking  for  selection. 


Applications  describe  the  prospective  spon.sor,  the  propost'd  site,  the 
project  layout  and  design,  and  the  serviies  to  be  provided  to  tenants.  All 
accepted  applications  and  their  relative  rankings  are  submitted  to  the 
appropriate  urn  region  which  evaluates  the  applications  from  all  field 
offices  in  its  region  and  submits  a  recommendation  to  the  Director. 
Office  of  Multifamily  Housing  I)evel(»pment.  Finally,  usually  on  tlu'  last 
working  day  of  the  fiscal  year,  the  A.ssistant  Secretary  for  Hou.sing 
announces  all  proji'cls  selected  for  fund  reservation.  At  this  point  the 
cognizant  field  offices  notify  succi'ssful  applicants  that  funds  have  Ixx'n 
reserved  for  their  projects  and  the  processing  <  lock  starts. 


Fnder  m  p  regulations,  the  nonprofit  sponsor  mu.st  begin  construction 
on  a  project  for  which  funds  were  reserved  within  18  months,  riu'  regu¬ 
lations  also  authorize'  the  A.ssistant  Secretary  for  Hou.sing  to  grant  one 
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extension  not  to  exceed  li  mttnttis.  Therefore,  according  to  lU  D  s  reguia- 
tions.  the  maximum  amount  of  time  between  fund  reservatioii  and  com 
struction  start  can  be  no  more  l!uin  24  months.-  The  regulations  state 
that  the  field  office  manager  shall  cancel  any  reservations  that  exct>ed 
18  months  uitU'ss  a  b-month  extension  is  granted.  The  time  period 
betwt'en  fund  reservation  and  construction  start  is  knov\n  as  tlie  !>ro.i(‘ct 
processing  “pipeline."  Project  pi'ocessing  involves  two  key  stages:  i  1 ) 
conditional  commitment  and  (2)  firm  commitment. 

Conditional  commitment  and  firm  commitment  processing  are  similar  in 
most  respects.  A  sponsor  submits  jjri'liminary  jn-oject  plans  and  specifi¬ 
cations  to  obtain  in D's  general  approval  during  the  conditional  commit¬ 
ment  stage  and  then  submits  final  project  plans  and  specifications  to 
obtain  a  firm  commitment.  Thus,  conditional  commitment  and  firm  com¬ 
mitment  can  be  viewed  as  two  reviews — one  general,  one  specific — of  a 
common  set  of  requirements. 

At  the  field  offices,  projects  undergo  five  kinds  of  technical  analyst's  in 
both  stages  of  pr(*cessing: 

1.  Architecture  and  engineering  analysis  ensures  that  projects  conqily 
with  lift)  minimum  propetty  standards  and  design  rt'quirements  for  eld¬ 
erly  and  handicapped  units. 

2.  Cost  analysis  establishes  estimates  of  the  cost  of  projects  including 
estimates  of  costs  not  attributable  to  dwelling  u.se. 

3.  Valuation  analysis  prepares  land  appraisals,  operating  expense'  esti¬ 
mates,  estimated  income  determinations,  the  section  202  loan  amount 
allowable  ba.sed  on  projects'  total  development  costs,  and  mortgage 
amounts  serviceable  with  project's  income. 

4.  Mortgage  credit  analysis  determines  the  ♦'"ancial  capacity  of  the 
spon.sor  and/or  the  borrower  cf>rporation  to  closi'  the  transaction  and 
operate  the  project  after  developing  estimates  of  the  capital  nei'ded  to 
defray  cash  requirements  above  the  loan  amount  and  immedi-'t('  o}H'ra- 
tion  t'xpenses. 


-(>iir  r<”,ult.s  :ir<-  biisccl  on  Uu'  ^l-niomh  o  ilorion  in  ft'IVi  t  at  tlit-  time  of  oor  review  In  .-Vpril  iSac, 
III  'I)  ami'mleti  its  repilalions  to  tillow  a  masittmm  of  .'iti  months  if  the  delay  Wivs  not  the  (xirrovver  s 
fault 
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o.  Housing  maiiagi'nu'iit  analysis  ic\  i(>us  the  nianagcincn!  t  apability  of 
tlu'  borrower  or  tlie  inanagi'inent  agent,  the  abeqinn  y  o!  tbc'  ojK-rating 
expenses,  aiul  the  management  plan 

In  th(‘  final  stage  of  proeessing — initial  loan  closing — tlu'  borrowm' 
escrows  the  cash  requirmnents  establislu'd  by  iiri).  ni d  then  establishes 
an  account  from  which  the  sponsor  may  draw  fuiuis  needed  to  begin  and 
complete  construction  of  the  jiroji'ct.  Th(>  initial  loan  closing  is  usually 
completed  within  several  \v(>eks  of  the  completi'd  firm  commitment. 

With  the  start  of  construe  tion.  tlu'  processing  tirni- clock  stojis. 


Objectives,  Scope,  and 
Methodology 


Tlu'  Chairman  of  the  Subcommittee'  een  Housing  anel  Cemsume'r  Intere'sts. 
House*  Si'lect  Ceemmittee  em  Aging,  aske-ei  us  to 

dete'rmine'  the*  average  proe  e'ssing  time  from  funei  re'.si'i  vatiein  tei  e-on- 
structiem  start  tor  se'eiion  202  lereije'e  ts  that  starti'el  cemstnictiein  betwe'em 
lost  land  15188, 

examine'  whether  average*  preece'ssing  time'  has  incre'a.sed  or  eii'cri'a.se'd 
be'tween  15>8()  anel  15188  anel  wlu'the'r  the'ie'  we'ri'  any  signifie  ant  difte'r- 
e'liees  in  proee'ssing  time's  amemg  fie-lei  eeffici's  eer  be'cause'  of  [iroje'ct  ty{>e'. 
anel 

ieie’ntify  reaseens  feir  ine  re'a.se's  or  eie'e  rease's  in  preK'e'ssing  time's. 


Tei  ace  eimpiish  tlu'se  eebje'ctivi's,  we  analyze-ei  se'ction  2112  program  re'gu- 
lations  and  elata  eebtaini'd  from  se've'ial  seiurei's  ineluding  linfs  N'e-w 
Veirk.  I’hilaele'lphia.  f'eirt  Weirth,  anel  Se-attle  re'gionai  office's  anel  tfie  lol- 
leiwing  fie'ld  offiee'S  asseniate'e!  with  the'se  re'gions:  .Ve'wark,  Philaek'lphia. 
Pittsburgh.  Little'  ReK-k.  Ne'w  Orle'ans.  ami  Peirtland, 

Te»  elete'iinine*  the  ave'rage*  leroeessing  time  fremt  funei  re'se'i  vation  tei  e  e»n- 
strue  tion  start,  we-  anaiyze'el  elata  re'e'orde'tl  in  in  ti's  .Mult ifamilc  Insure'd 
anel  Dire-et  Loan  Infeirmation  Sy.ste'in  (Mtni.is).  ('sing  Mini.is.  we'  e'valuate'el 
the'  jireie  e'ssing  time — the*  time*  be'twe'e-n  funei  re'se'rvation  anel  eemstruc- 
tiem  start — lor  all  se'e  tiem  2t)2  preijee-ts  that  starte'el  eemstrue  tiem  he'twe'e'n 
15)811  and  the'  e'liel  eif  15)88  re'gareile'ss  of  the'  date'  of  funei  re'se'rvatiem. 
riiis  informatiem  was  eieve'leepi'ei  em  a  national,  in  n  re'gion.  anel  hid  fielei 
offie  e'  basis  leer  all  preije'cts  anel  ae  eoreiing  to  oe  e  upant  tyt>e' — eide-rly  or 
hanelicaiipe'el. 


''I'hi'  e  .MIonlMl'Ir  I  ln\isin>!  Arl  ( I’  i.  101  -CCr*  I  dated  Niivi'IhImt  2>S.  1  ddi  i, 

;mtlHii  l/.<‘s  titr  Sceiclaty  uf  Ml  I )  l<i  lake  i  i'rtain  ;ii  IkKis  te  e\i«'dile  the  riiiam  mi;  and  mn'.lnn  tieii  i>t 
sei  I  Kill  projeel.s.  Hi'raiiM'  HI  !•  tea.''  no!  >el  implemented  thh  a i  it  hunt  y.  il>  el  lei  I  on  pnx  ev,in(; 
vel  Inn  ’lyJ:  projeeTx  IS  not  diseiissed  m  lilts  ie|iorl 
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T{)  oxainiiie  vvluMlu'r  average*  proei'ssing  time  nas  im  reased  <»r  dt-'  n'asi'd 
between  1980  and  1988.  we  eonepiited  this  time  f'oi'e\er\‘  project  'hat 
began  eon.strnetion  during  this  time  period  V  o  compiled  tltis  informa¬ 
tion  for  each  year  for  comparative  purpo.ses  Our  analysis  ideittified  lu d 
regions  and  field  offices  with  below  average,  average,  and  above 
average  processing  times. 

To  a  limited  degree,  we  verified  processing  date  information  m  the  Miot.is 
system  at  the  six  field  offices  we  visiti'd.  In  general,  we  found  this  infor¬ 
mation  to  bo  acceptabU*  for  our  analysis  of  the  time  bi'tween  fun<l  n'st>r- 
vation  and  construction  start.  However,  during  our  analysis  of  the  .Mini.ls 
information  we  found  tliat  245  projects,  or  about  9  percent  of  tlie 
projects  which  started  construction  between  1980  and  1988.  could  not 
be  included  in  our  analysis  because  they  did  not  have  a  fund  reservation 
date,  'fhis  number  of  projects  could  significantly  affect  the  average 
proces.sing  time  information  for  1980  and  1981  since  197  of  these  245 
projects — 5()  percent — started  construction  in  thest*  2  yt'ars. 

To  determine  rea.sons  for  changes  in  processing  times  and  variations 
among  field  offices,  we  performed  case  file  revit'ws  in  each  of  the  six 
HI  D  field  offices  we  vi.sited.  The  six  field  offictvs  wt're  .st'h'cted  for  geo¬ 
graphical  dispersion  and  variations  in  average  proct'ssing  tinu's. 

Through  the  case  file*  reviews  at  these  offices  and  discussions  with  iirn 
staff  and  sponsors  and  consulta’ds  a.ssociated  with  these  and  other 
projects,  we  identified  18  factors  contributing  to  increa.sed  processing 
time. 

We  developt'd  a  que.stionnaire  using  these  18  factors  to  solicit  the  views 
of  national  sponsors  and  national  and  local  consultants  to  di'termine 
wl’i'-h  factors  had  the  greatest  impact  on  processing  time.  .Appendix  1 
provides  a  description  of  the  methodologies  used  to  devi'lop  our  ques¬ 
tionnaire  and  sample  n'spondents.  Becausi*  our  selections  of  sponsors 
and  consultants  wen*  judgmental,  we  cannot  apply  ilie  results  of  our 
questionnaire  to  (he  section  292  program  in  total.  However,  in  making 
these  judgmental  selections  we  considered  sponsors'  and  con.snltants' 
jirocessing  experi('nc<‘  and  geographical  lm*ations.  'flu'  projec'is  of  the 
selected  spon.sors  and  consultants  repre.sented  about  one-third  of  the 
9. 298  projects  funded  betwc'en  1989  and  1988, 

We  performed  our  work  at  ii('l)  headquarters,  regional,  and  field  offices 
from  .lamiary  through  Det  emlx'r  1989.  Wt*  contacted  sponsors  and  con¬ 
sultants  bet  we('n  July  and  September  1989.  Our  n'view  was  pc't  formed 
in  accordance  with  generally  accepted  governmi'nt  auditing  standards. 
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Ill  addition  to  askinj'  us  to  examine  project  processing  time  and  reasons 
for  changes,  the  requester’s  oflice,  in  February  1990,  asked  us  to  obtain 
information  on  the  use  of  section  202  loan  funding,  in  n’s  budget  divi¬ 
sion.  Office  of  Financial  Management,  prov  ided  us  with  information  on 
funds  available  for  section  202  loans,  fund  reservations,  and  unused  and 
recaptured  loan  funding  for  fiscal  years  1980-89.  We  did  not  verify  the 
figures  provided.  This  information  is  contained  in  appendix  II. 
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Section  202  Project  Processing  Time 
Has  Increased 


There  is  a  backlog  of  1,092  section  202  projects  and  3o.l03  units  f<»r 
which  lU  D  has  approved  funding  but  for  which  construction  has  not  yet 
started.’  The  backlog  of  projects  is  commonly  referred  to  as  the 
processing  pipeline.  About  45  percent  of  the  units  in  the  pipeline  have 
been  in  iiri)  processing  for  at  lea.st  2  years. 


According  to  our  analysis,  proce.ssing  time  increased  by  an  average  of 
7.5  months  from  1980  through  1988.  Furthermore,  in  1980  33  pt'rcent 
of  the  section  202  projects  U)ok  longer  than  24  monchs  to  pna  ess,  and  in 
1988,  58  percent  took  longer  than  24  months,  in  t)  had  not  enft)rced  its 
regulatory  requirement  that  projects  will  be  terminated  and  fund  reser¬ 
vations  wilt  be  cancelled  unless  c<'nstruction  starts  within  24  months  of 
fund  reservation.  Our  analysis  shows  significant  variations  in 
proce.ssing  time  among  ni  t)  regions  and  field  offices.  Also,  on  average, 
handicapped  projects  take  longer  to  process  than  elderly  projects  with  a 
difference  of  about  2  months  in  1988. 


The  Section  202 
Pipeline 


Our  analysis  of  iirp’s  Minus  information,  as  of  November  9,  1989,  shows 
that  1 ,092  projects  representing  35.103  units  were  in  the  processing 
pipeline.  Table  2.1  shows  the  status  of  these  projects  and  units  by 
months  in  process. 


Table  2.1:  Section  202  Project 
Processing  Pipeline 

Year  of  funding  approval 

Months  in  process 

Projects  in 
pipeline 

Units  in  pipeline 

1983 

72 

3 

134 

1984 

60 

16 

680 

1985 

48 

53 

1.914 

1986 

36 

128 

5,274 

1987 

24 

209 

7712 

1988 

12 

387 

10951 

1989 

0 

296 

8  438 

Total 

1,092 

35,103 

Source  HU  T  WIDLIS  data  a,s  of  November  9,  1989 

As  shown  in  table  2.1,  72  projects  reserved  in  1983,  1984,  and  1985, 
rejjresenting  2,728  units,  have  been  in  the  nun  processing  pipeline  for  at 
least  48  months,  or  twice  the  maximum  allowed  by  m  n  regulations.  In 
total,  409  projects  representing  15.714  units  have  been  in  the  pipeline 


’'I'hc  1 .092  pr(ij<’(1.s  rrprfuenl  iilxHit  .‘il  ixTccnl  uf  al!  si'ction  202  pn)j(H  ts  fiimitxi  Ix'twiH'n  1980  and 
1080. 
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Average  Processing 
Time  for  Section  202 
Projects  Has  Increased 


Table  2.2;  Projects  Starting  Construction 
That  Exceeded  24  Months  in  Processing 


for  at  least  24  months.  Adherence  to  in  n’s  regulations  in  effect  when 
these  projects  entered  the  jiipeline  w^ould  have  require  that  all  409 
projects  in  the  pipeline  beyond  24  months  be  terminated.  Even  with 
in  n’s  revised  30  month  criteria,  at  least  200  projects  should  be  consid¬ 
ered  for  termination.  Our  concern  w'ith  this  new  criterion  is  discussed  in 
chapter  3. 

According  to  in  n’s  director  of  assisted  elderly  and  handicapped  housing 
division,  urn  is  reluctant  to  terminate  projects  for  being  in  proce.ss  for 
excessive  periods  of  time  because  funds  for  the  projects  cannot  be 
reused  and,  therefore,  the  projects  would  be  lost  for  elderly  and  handi¬ 
capped  housing.  Project  terminations  that  do  occur  are  usually  the 
result  of  sponsors  deciding  to  stop  project  processing.  Appendix  111 
shows  the  number  of  pipeline  projects  as  of  November  9.  1989.  by  in  n 
region  and  processing  field  office  and  the  length  of  time  the.se  projects 
have  been  in  the  pipeline. 


The  average  processing  time  for  projects  starting  construction  has  been 
increasing.  Projects  starting  construction  in  1980  averaged  19.3  months 
in  the  pipeline  while  projects  starting  in  1988  averaged  26.8  months — 
an  increase  of  7.5  months.  As  shown  in  table  2.2,  of  the  246  projects 
starting  construction  in  1980,  33  percent  were  in  the  pipeline  longei' 
than  24  months.  However,  of  the  2.95  projects  starting  construction  in 
1988,  58  percent  exceeded  24  months  in  processing  time. 


Year  of  funding 
approval 

Projects  starting 
construction 

Projects  exceeding 

24  months 

Percent 
exceeding  24 
months 

1980 

246 

82 

33 

1981 

318 

140 

44 

1982 

353 

165 

47 

1983 

321 

141 

44 

1984 

280 

98 

35 

1985 

312 

96 

31 

1986 

256 

89 

35 

1987 

267 

141 

53 

1988 

295 

170 

58 

Total 

2,648 

1,122 

42 

Source  HUD  MIDUS  dala  as  of  November  9.  1989 
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We  also  exannned  processing  time  by  occupant  type — elderly  and  handi¬ 
capped.  Processing  time  differences  betwetm  thes('  two  categorit's  varied 
from  year  to  year  with  a  difference  of  only  2.3  months  in  1988.  In  1980, 
181  elderly  projects  started  construction  in  an  average  of  19.1  months, 
while  the  85  handicapped  projects  averaged  20  months  in  the  pipt'line. 

In  1988,  159  elderly  projects  started  construction  in  an  average  of  25.8 
months  while  the  13(5  handicapped  projects  .started  construction  in  an 
average  of  28. 1  months.  Figure  2.1  show.s  the  trend  in  proce.ssing  tirni* 
for  all  projects  starting  am-struction  from  1980  through  1988  and  also 
the  trends  for  elderly  and  handicapped  projects  separately. 


Figure  2.1:  Average  Processing  Time  for 
Section  202  Projects 

36  Monthi  ki  ProcMsing 


1960  1981  1982  1983  1984  198S  1986  1987  1988 


Consttucf  ion  SUrt  Yaar 

—  Elderly  Projects  (1 598) 
mmmwm  HanOicapped Ptojects  (1 ,050) 

ToW  ProiecB  (2,648) 

Source  HUD  MIDLIS  data  as  of  November  9,  1989 
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Processing  Time 
Varies  Among  HUD 
Regions  and  Field 
Offices 


Figure  2.2:  Section  202  Project 
Processing  Time  in  1988  by  HUD  Region 


Processing  time  for  section  202  projects  differs  significantly  among  tlu^ 
IH’D  field  offices.  As  figure  2.2  shows,  the  combined  field  <»ffice  a\  erage 
proct'ssing  time  in  only  3  of  the  10  m  i)  regions  was  less  than  24  months 
for  projects  starting  construction  in  1088,  The  average  processing  time 
ranged  from  18.3  months  for  field  offices  in  the  Kansas  City  region  to 
35.8  months  for  the  field  offices  in  the  Boston  region. 


Avaraga  Months  in  Procassing 
36  , - - 


30 


HUD  Ragional  Otfiees/Numbar  of  Projects  in  1988 

Source  HUD  MIDLIS  data  as  of  November  9.  1989 


Kven  wider  disparities  in  average  processing  time  exist  among  lit  d  field 
offices.  For  example,  for  projects  starting  construction  in  1988,  the 
Providence  field  office  took  50.8  months  to  process  one  project  while  the 
Fort  Worth  field  office  took  15.1  months  to  process  one  project.  These 
were  the  only  pntjects  starting  construction  in  these  field  offict's  in 
1988.  Table  2.3  shows  the  success  in  processing  within  the  24'month 
criterion  for  the  49  m  o  field  offices  which  processed  .section  202 
projects  in  1988. 
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Table  2.3;  HUD  Field  Offices’  Success  in 
Meeting  Project  Processing  Criteria  in 
1988 


^Two  field  offices  had  no  construction  starts  in  1988 

As  table  2.3  shows,  only  five  field  offices — 10  percent — met  ill  l>’s  rejiu- 
latory  goal  of  starting  construction  within  18  months  Further.  2(5  field 
offices — 53  percent — exceeded  urn's  maxinuini  regulamry  time  limit  of 
24  months  between  fund  reservation  and  start  of  construction. 
Appendix  IV  shows  the  1988  average  processing  times  for  projects 
starting  construction  and  the  number  requiring  processing  times  of  18 
months  or  less.  18.1  to  24  months,  and  more  than  24  months  for  each 
urn  region  and  field  office.  Reasons  for  these  differen<  os  an'  discussed 
in  chapter  3. 


Number  of  field  Percentage  of 
Category  offices*  field  offices 

Construction  starts  averaging  over  24  months  2i.  53 

Construction  starts  averaging  18  1  ■  24  months  tS  3' 

ConstrLCtton  starts  averaging  18  months  or  less  5  10 

Total  49  100 
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As  noted  in  chapter  2.  the  time  between  reserving  funds  and  starting 
consti  iction  for  new  section  202  projects  is  increasing.  Our  reviews  of 
project  files  and  discussions  with  sponsors  and  consultants  of  section 
202  projects  revealed  that  while  va’-ious  factors  taken  together  can 
delay  construction  starts,  the  following  three  factors  were  the  most  fre¬ 
quently  cited  reasons  for  project  delays: 

•  P'air  market  rents.  In  efforts  to  control  program  costs,  tii  D  has  sup¬ 
pressed  FMKs  to  levels  that  in  many  cases  can  not  support  section  202 
project  development  leading  to  project  redesigns  and  appeals  for 
increased  fmrs.  While  m  o’s  efforts  have  reduced  section  2ii2  costs,  the 
reductions  have  come  at  the  expense  of  nonprofit  spon.sf)rs  who  have 
needed  to  delay  construction  while  raising  funds  to  cover  costs  not  pro¬ 
vided  by  the  fmrs.  Sponsor  contributions  arc  necessary  despite  the  legis¬ 
lative  authority  for  the  program  to  provide  loan  funds  to  cover  100 
percent  of  a  project's  development  costs. 

•  Cost  containment.  Faced  with  inadequate  fmr.s  for  section  202  projects, 
HI  D  offices  repeatedly  attempt  to  reduce  costs  by  requiring  sponsors  to 
make  project  changes  and  redesigns.  Sponsors  also  ex-pressed  concern 
about  inconsistent  cost  containment  reviews  among  inn  offices. 

•  ui'D  administration.  The  degree  of  management  attention  given  the  sec¬ 
tion  202  program  varies  among  urn  field  offices.  While  three  of  the  six 
HI  D  offices  we  visited  establish  agreements  on  processing  time  goals 
through  meetings  between  their  technical  staffs  and  the  sponsors’ 
design  teams,  the  other  three  offices  appear  to  provide  sponsors  little 
guidance. 

While  sponsors  and  consultants  cited  fmrs,  cost  containment,  and  in  d 
administration  as  factors  greatly  increasing  processing  time  on  their 
projects,  they  also  identified  several  other  factors  as  being  somewhat 
important  in  increasing  processing  time.  Appendix  I  discu.sses  the.se 
other  factors. 


Fair  Market  Rents 


Of  the  30  sponsors  and  consultants  with  projects  exceeding  24  months  in 
proce.ssing,  22  re.sponded  to  our  questionnaire  that  processing  time  is 
greatly  increased  because  of  fair  market  rents.  More  .specifically,  several 
sponsors  and  consultants  stated  that  nvD  is  setting  .section  202  fmks  tiK) 
low  in  many  areas  of  the  country.  Furthermore,  they  indicated  that,  as  a 
result,  allowable  rents  do  not  cover  all  of  a  project's  development  and 
operating  costs.  Insufficient  funds  cause  processing  delays  because 
sponsors  must  either  find  ways  to  cut  costs  through  time-consuming 
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project  redesign,  filing  lengthy  appeals  to  hi  d  for  higher  fmrs,  or  raising 
money  to  cover  funding  shortfalls. 

The  22  sponsors  and  consultants  attributed  inadequate  section  202  fmks 
to  one  or  two  hud  policy  decisions.  In  1982  and  1986,  respectively,  m  u 
decided  to  control  costs  in  the  section  202  program  by  (1)  capping 
annual  FMR  determinations  to  a  predetermined  inflation  rate  adjust¬ 
ment  instead  of  using  actual  hud  field  office  surveys  of  local  market  rent 
levels  and  (2)  limiting  fmr.s  to  the  rents  in  effect  at  the  time  of  fund 
reservation. 

Our  reviews  of  project  files  in  five  of  the  six  field  offices  we  visited 
disclosed  that  cases  existed  where  projects 

•  were  designed  according  to  hud’s  cost  containment  specifications, 

•  received  the  maximum  allowable  fmrs,  and 

•  still  required  sponsor  contributions  to  bring  the  mortgage  dowm  to  a 
level  supportable  by  the  fmrs. 

Requiring  sponsors  to  make  large  monetary  contributions  in  order  to 
make  project  construction  feasible  conflicts  with  the  legislative 
authority  to  provide  direct  loans  to  qualified  nonprofit  sponsors  at  100 
percent  of  allowable  project  development  costs. 

Hi’D  recognizes  that  inadequate  section  202  fmrs  delay  construction 
starts.  On  December  20,  1989,  the  Secretary  of  hud  reported  to  the 
Chairman,  Subcommittee  on  Housing  and  Urban  Affairs,  Senate  Com¬ 
mittee  on  Banking,  Housing  and  Urban  Affairs,  on  actions  hud  is  taking 
to  expedite  section  202  processing.  The  Secretary  said  that  since  August 
1989  hud  has  allowed  projects  that  have  been  in  the  pipeline  for  over  2 
years  to  use  1987  fmrs  in  place  of  fmrs  in  effect  at  the  time  of  fund 
reservation.  The  Secretary  stated  that  the  use  of  1987  fmrs  and  a 
reduced  interest  rate  has  improved  processing,  in  that  1 ,000  units 
started  construction  in  October  1989  an  increase  of  45  percent  over  the 
number  of  starts  a  year  earlier. 


FMRs  Determine  Most 
Project  Loan  Amounts 


Under  hud  regulations,  a  project’s  section  202  loan  is  based  on  the 
lowest  of  two  amounts:  ( 1 )  A  section  202  per-unit-cost  limit  which  may 
be  adjusted  for  the  market  area  where  the  project  is  to  be  built.  This 
estimate  is  made  by  the  cognizant  hud  field  office  at  the  time  of  fund 
reservation.  (2)  An  estimate  of  a  project’s  land  and  construction  costs. 
This  estimate,  or  cost  valuation,  is  made  by  hud  field  office  staff  based 
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Inadequate  FMRs  Are 
Delaying  a  Portland  B'ield 
Office  Project 


on  project  plans  and  specifications  submitted  by  the  sponsor  at  condi¬ 
tional  and  firm  commitment.  Notwithstanding  these  regulations,  urn's 
processing  manual  for  section  202  projects  also  stipulates  that  the  loan 
cannot  exceed  the  amount  supportable  by  the  fmrs  after  considering 
project  operating  expen.ses. 

Becau.se  of  different  data  .sources  used  in  calculating  the  three  esti¬ 
mates.  there  can  be  wide  variations  in  allowable  loan  amounts  under  the 
three  methods.  For  example,  a  national  consultant  stated  that  in  one 
case  ur[)*s  fund  reservation  amount  for  a  100-unit  project  in  Texas  was 
about  $2.8  million:  the  field  office’s  valuation  of  the  project  at  firm  com¬ 
mitment  was  $2.1  million;  ho'vever.  the  maximum  mortgage  amount 
supportable  by  the  rviKs  was  $1.7  million.  The  maximum  .section  202 
loans  allowable  for  projects  we  reviewed  were  usually  based  on  FMK 
determinations. 

A  section  202  project  in  the  Portland.  Oregon,  area  illustrates  the  effect 
inadequate  kmrs  had  on  project  processing. 


For  a  number  of  years  in  the  early  1980s,  market  rents  in  the  areas 
served  by  the  Portland  field  office  were  declining  due  to  a  depre.s.sed 
local  economy.  xAccording  to  the  Portland  field  office’s  director  of 
housing  development,  rent  surveys  prepared  by  the  field  office  reflected 
this  local  market  reces.sion,  and  fair  market  rents  for  section  202 
projects  declined.  However,  in  the  mid-1980s,  the  Portland  area 
economy  experienced  an  upturn  and  rent  levels  increased  substantially. 
During  the  period  1980  through  1988,  hi  d  capped  fair  market  rents  to 
an  inflation  factor  averaging  about  3  percent  while  actual  rents  were 
increasing  at  about  8  percent.  Consequently,  market  rents  soon  exceeded 
iirn’s  allowable  fair  market  rents. 

According  to  field  office  staff,  the  dispai  ity  between  actual  and  allow¬ 
able  rent  levels  in  the  Portland  area  has  effectively  precluded  spon.sors 
from  building  section  202  projects  in  many  areas  of  the  Portland  market. 
Figure  3.1  shows  a  compari.son  of  new  construction  rents  as  determined 
by  Portland  field  office  rent  surveys  compared  to  in  i)  published  new 
construction  kmks  for  1 -bedroom  units  in  a  2-  to  4-  story  building  w  ith  an 
elevator  in  the  Coos  Bay,  Oregon,  market  area. 
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Figure  3.1:  Comparison  of  Field  Office  ■ 

Rent  Surveys  and  Published  Fair  Market 
Rents  for  the  Coos  Bay,  Oregon,  Market 
Area 
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1 - Based  on  Elderly  FMRs  for  1 -Bedroom  Units  in  a  2-  to  4-  story  building  with  an  elevator. 

2- FMRs  for  Fiscal  Year  1988  were  not  published  until  December  1 . 1989,  but  were  effective 
retroactively  to  September  15, 1988. 

3- FMRs  for  fiscal  year  1989  have  not  been  published. 

Note  Data  based  on  elderly  FMRs  for  1  bedroom  units  m  a  2-  to  4-story  building  aith  an  elevator  FMRs 
for  fiscal  year  1988  were  not  published  unlil  December  1 .  1989  but  were  effective  retroactively  to  Sep 
tember  15  1988  FMRs  for  fiscal  year  1989  have  not  been  published 

As  illustrated  in  figure  3.1,  new  construction  survey  rents  and  published 
rents  were  nearly  identical  from  1982  through  1985  when  rents  were 
decreasing.  The  rents  corresponded  because  lll’D  uses  survey  rents  to 
adjust  FMRs  downvvard.  However,  beginning  in  1980,  survey  rents 
increased  at  a  more  rapid  pace  than  inflation  adjusted  rents  approved 
by  HfD.  By  fiscal  year  1988,  survey  rents  were  $350  per  month  while 
published  rents  were  $308  per  month,  a  differential  of  14  percent. 

A  project  located  in  the  Coos  Bay  market  area  illustrates  the  dual  effect 
of  HfD  capping  FMRs  and  also  limiting  fmrs  to  those  in  effect  at  the  time 
of  fund  reservation.  The  sponsor  of  this  project  was  notified  in  Sep¬ 
tember  1980  that  in  D  reserved  $1,097,800  ba.sed  on  the  section  202  per- 
unit-cost  limit  adjusted  for  the  Portland  market  area. 


Monthly  par  Unit  Eldarly  FMR 
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In  July  1987,  about  9  months  after  fund  reservation,  the  Portland  field 
office  issued  a  conditional  commitment  for  the  project.  At  this  lime,  the 
field  office  valued  the  project  at  $750,487.  It  also  authorized  fmHs  to  be 
raised  to  1 10  percent,  or  $310  per  month.  With  these  f.mks,  the  project 
could  support  a  development  cost  of  $0 1 7,700.  or  $  1 32,787  less  t  han  t  he 
valuation  estimate. 

The  sponsor  b<*gan  developing  drawings  and  spt‘cifications  of  the  project 
for  in  n’s  firm  commitment  review'  prior  to  obtaining  construction  bids. 

In  December  1987,  the  sponsor  provided  detailed  drawings  and  specifi¬ 
cations  tt)  the  Portland  field  office  architectural,  engineering,  and  cost 
branch  for  a  firm  commitment  review.  The  Portland  staff  responded  in 
15  days  with  1 1  cost  containment  suggestions  such  as  reducing  the 
number  of  parking  places,  minimizing  landscaping,  and  asking  local 
authoi  ities  to  waive  permit  charges.  The  sponsor  agreed  to  these 
changes  and  in  .lanuary  1988  resubmitted  the  revised  project  plans.  In 
March  1988,  the  Portland  field  office  sent  the  sponsor  the  results  of  its 
firm  commitment  processing.  The  field  office  found  the  project  to  be  cost 
contained  and,  based  on  the  detailed  project  specifications,  estimated 
the  project's  valuation  cost  at  $837.()15. 

On  April  2b,  1988,  th<‘  field  office  requested  hi  d  headquarters  approval 
to  use  120  percent  of  kmks  for  this  project.  The  Assistant  Secretary 
agreed  that  the  project  met  the  objectives  of  cost  containment  and 
approved  the  project  for  a  l2()-percent  FMK  exception  rent.  ba.sed  on  the 
FMKs  at  the  time  of  fund  reservation.  At  the  120-percent  of  F’MK  level,  or 
$345  per  month  for  1 -bedroom  units,  in  l)  headquarters  found  that  the 
project’s  maximum  allowable  mortgage  could  not  exceed  $723,400. 

Thus,  although  the  project  met  urn’s  cost  containment  objectives,  the 
mortgage  supportable  by  the  198(5  fmks  was  still  $  1 14.215  below'  the  val¬ 
uation  cost  estimate.  Following  the  A.ssistant  Secretary’s  aiiproval  of 
120  percent  of  FMUs.  Portland  issued  the  firm  commitment  in  .lune 
1988 — 20  months  after  fund  reservation. 

Upon  receiving  the  firm  commitment,  the  .sixtnsor  obtained  con.struction 
bids.  Construction  bids  were  higher  than  the  valuation  e.stimati'd  by  the 
field  office  in  March  1988.  Based  on  the  construction  bids,  the  field 
office  valued  the  project’s  estimated  cost  at  $8(52,120.  Since  the  max¬ 
imum  direct  loan  supportable  by  the  fmks  was  only  $723,400,  the  project 
had  a  cash  shortfall  of  $  138,720. 

On  December  1,  1989,  nri)  published  1988  fair  market  rents,  which  for 
Coos  Bay  were  $308  for  1-bedroom  units.  liuu  permitted  the  Coos  Bay 


Page  24 


(iAO  RC:ED-91-4  Housing  for  the  Elderly  and  Handicapped 


Chapter  3 

Reasons  Why  Section  202  Pitx-essiiig  Time 
Has  Increased 


project  to  use  the  1988  kmrs  escalated  to  the  1 20-percent  exception  level, 
or  $309  per  month.  In  addition,  the  project  was  able  to  take  advantage 
of  a  lower  interest  rate,  which  declined  from  9.25  percent  in  1988  to 
8.375  percent  on  September  19,  1989.  Even  with  the  1988  fmk.s  and  a 
lower  interest  rate,  the  Coos  Bay  project  still  could  only  support  a  mort¬ 
gage  of  $828,500.  This  is  still  $33,020  below  the  estimated  project  devel¬ 
opment  costs.  A  rent  of  $374  per  month  would  be  needed  to  cover  this 
difference  and  meet  100  percent  t>f  the  project’s  development  costs. 

We  note  that  if  m  i)  had  acc-epted  the  field  office  .survey  rents  for  fiscal 
year  1988,  kmrs  would  have  been  $350  per  month.  With  this  rent,  the 
field  office  could  have  approved  a  7-percent  increase  to  the  fmks 
without  central  office  approval  and  the  project  could  have  been  100  per¬ 
cent  financed.  Nevertheless,  as  of  April  lO.  1990,  the  nonprofit  sponsor 
was  unable  to  provide  $33,(520  to  cover  the  estimated  shortfall  and  the 
project  remained  stalled  in  in  n's  processing  pipeline. 

If  FMKs  were  set  so  that  this  project  did  not  require  a  sponsor  contribu¬ 
tion,  urn's  costs  would  increase  in  two  ways.  First,  the  .section  202  loan 
would  increase  by  $33.(520.  However,  since  the  pioject  has  unused  loan 
reservation  funds  of  $2(59,300 — the  difference  between  the  fund  reser¬ 
vation  amount  and  the  maximum  allowable  mortgage — the  increa.se  in 
section  202  loan  authority  would  be  covered.  In  addition,  .section  8  sub¬ 
sidy  costs  would  increase  by  $3,1(51  per  year,  or  $(53,220  over  a  2()-year 
period. 

From  1980-89,  urn  did  not  use  or  recapture  $932  million  (13  percent)  of 
the  $(5.9  billion  .section  202  loan  authority  established  through  appropri¬ 
ations.  The  $932  million  includes  $490.8  million  in  funds  that  were  not 
used  because  project  loan  funds  were  less  than  project  reservation 
amounts.  However,  because  urn’s  accounting  systems  do  not  track  the 
amount  of  sponsor  contributions,  it  is  not  possible  without  a  project-by- 
project  review  to  determine  the  overall  effect  that  increasing  fmrs  would 
have  on  total  program  co.sts.  Appendix  II  presents  section  202  funding 
and  project  processing  information  for  1980  through  1989. 


Additional  Example.s  of 
Inadequate  FMRs 


In  four  other  lirn  offices  we  found  examples  of  sponsors  receiving  t  he 
maximum  allowabk'  f.viks — the  projects  met  c-ost  containment  objec¬ 
tives — but  still  needing  to  make  contributions  for  allowable  project 
development  costs.  The  required  sponsor  contributions  ranged  in 
amount  from  $(5()(J  to  $35(M)(K). 
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AccDi'din}*  to  urn  staff  in  oaili  <»f  (ticsc  field  nffites.  local  rent  surveys 
showed  actual  rents  ttt  he  higher  than  the  kmKs  ultimately  appidved  by 
liri).  Tile  staff  stated  that  had  project  rents  been  based  on  these  surveys, 
sponsor  contributions  would  ha\  e  been  eliminated  or  greatly  reduced. 
Little  Rock.  Arkansas,  was  the  only  location  that  we  visited  in  whir  h 
F.MHs  were  not  identified  as  a  problem  by  iirn  fii'ld  office  staff  and  sec¬ 
tion  202  consultants.  In  Little  Rock,  the  survey  rents  and  the  iiublished 
F.MRs  wore  the  same  from  !08(>  to  1088.  In  1088,  the  Little  Rock  office 
processed  section  202  projects  in  an  average  of  10.3  months,  whr'rt'as 
the  nationwide  average  was  20.8  months 


Of  the  30  spon.sors  and  consultants  with  projects  exceeding  24  months  in 
processing,  23  cited  cost  containment  nwiews  as  greatly  increasing 
processing  time  in  re.sponse  to  our  questionnaire.  Eighti'en  of  the  23 
agreed  that  cost  containment  was  a  necessary  iirp  function  to  a.ssure 
modest  project  designs.  However,  they  stated  that  the  polic\'  is  subject 
to  interpretation  and  often  driven  by  the  levels  of  the  section  202  fmks 
rather  titan  by  design  and  construction  considerations. 

hod’s  cost  containment  policy  is  intended  to  prevent  projects  from  bt'ing 
excessive  in  terms  of  amenities  and  co.st  of  materials,  thereby  ensuring  a 
proposed  project  is  of  modest  design.  The  policy  states  that  cost  contain¬ 
ment  applies  to  all  projects  regardless  of  FMR  level.  Items  specifically 
prohibited  from  section  202  projects  include  swimming  pools,  saunas, 
balconies,  atriums,  dishwashers,  and  individual  tra.sh  compactors,  m  i* 
also  reviews  whether  the  project  design  is  cost-efficient  in  terms  of  site 
use,  structure  type,  and  common  spaces  and  amenities. 

Eighteen  of  the  23  sponsors  and  consultants  stating  that  cost  contain¬ 
ment  greatly  increased  processing  time  expressed  frustration  with  the 
implementation  of  cost  containment  becau.se  they  perceive  tht'  reviews 
being  applied  differently  depending  on  the  adequacy  of  the  si'ction  202 
FMH.s  to  support  total  development  costs,  When  fmRs  are  adequate  to  sup¬ 
port  development  costs,  cost  containment  is  usually  not  a  problem 
according  to  these  sponsors  and  consultants.  However,  they  stated  that 
cost  containment  becomes  a  problem  when  fmks  are  too  low  to  support 
project  development  costs. 

According  to  the.se  spon.sors  and  consultants,  itm  applies  repetitive  and 
inconsistent  cost  containment  reviews  in  an  attempt  to  reduce  these 
costs  when  fmhs  are  too  low.  They  added  that  each  review  finds  another 
problem  with  the  design  or  construction  material — sometimes  requiring 
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clian^(\s  to  bi‘  niado  to  items  aln'ady  changed  in  resjionse  to  a  previous 
review.  Wiien  ni D  disallows  design  or  construction  materials,  the 
spon.sor  must  either  redesign  the  project  or  contribute  funds  to  cover  the 
nonallowable  costs,  uri)  regional  office  administrators  in  Fort  Worth  and 
Philadelphia  agreed  with  spon.sors'  comments  that  lit  P  will  search  for 
ways  to  cut  pn'ject  costs  to  the  level  that  allowable  rents  will  supfxirt. 

HI  [)  oversees  the  way  its  field  offices  implement  cost  containment  but 
only  to  a  limited  degree.  Since  198(),  co.st  containment  training  has  con¬ 
sisted  of  two  1-day  training  sessions  given  in  1988  and  1990  to  field 
office  staff.  According  to  Hi  ti’s  technical  support  division  diret  )r.  on¬ 
site  compliance  reviews  are  the  superior  method  of  assuring  consistent 
field  office  treatment  of  cost  containment.  She  said,  however,  that  lim¬ 
ited  resources  do  not  allow  for  more  than  10  on-site  visits  each  year. 
However,  only  six  on-site  cost  containment  compliance  reviews  have 
been  made  in  the  past  3  years  U'  the  51  processing  field  office  , 
according  to  the  architectural  and  engineering  branch  chief  in  the  tech¬ 
nical  support  division.' 

iiru’s  December  20.  1989.  report  on  exjx'diting  section  202  processing 
cited  cost  containment  as  a  factor  contributing  to  processing  delays.  The 
Secretary  reported  that  hid  is  continuing  to  study  this  issue. 

The  following  example  illustrates  the  processing  delays  that  additional 
cost  containment  reviews  have  caused  a  nonprofit  sponsor  in  starting 
construction  of  a  section  202  project  in  the  Philadelphia.  Pennsylvania, 
field  office. 


Cost  containment  reviews  have  been  a  problem  for  a  59-unit  project 
being  processed  by  the  Philadelphia  field  office.  At  fund  reservation  in 
September  1980,  jh  D  reserved  $3,419,500  for  this  project.  However,  as 
of  February  1990,  firm  commitment  still  had  not  bc'en  issued,  mainly 
because  of  differences  in  co.st  contaiitment  interpretations  between  the 
field  office  and  headquarters. 

During  its  .June  1987  cost  containment  review'  at  conditional  commit¬ 
ment,  the  Philadelphia  m  n  field  office  recommended  several  design 
changes.  At  conditional  commitment,  the  field  office  also  approved  a 
1 1 0-percent  exception  to  the  Philadelphia  area's  published  section  202 


'  W'hilo  six  on-sitr  c(«l  (-(miainment  reviews  have  btH  n  condueU’d  sinw'  1986.  only  five  field  offices 
were  involved  The  Grw'n.sboro.  NorU\  Carolina,  field  office  was  reviewed  twiixv 
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KMKs.  The  published  rent  for  a  l-bedr<K)m  unit  was  $705  per  month,  and 
the  rent  at  a  1  lO-percent  exception  level  was  $775  {X'r  month.  I'he 
exception  level  rent  would  support  a  mortgage  amount  of  $3,374,500 
while  the  field  office  valued  the  project  at  $3,375,900.  In  .July  1987.  the 
consultant  informed  the  field  office  that  the  project  would  Di*  redesigned 
to  make  the  field  office  cost  containment  changes.  7’he  s{X)nsor  made  the 
changes,  and  the  field  office  issued  conditional  commitment  in  February 
1988. 

The  coasultant  submitted  the  project's  firm  commitment  application 
including  the  project’s  detailed  plans  and  specifications  in  August  1988. 
The  field  office  also  performed  another  cost  containment  review  and,  in 
October  1988,  informed  the  consultant  of  six  additional  cost  contain¬ 
ment  measures,  including  eliminating  several  ornate  design  features, 
such  as  bricked  archways,  and  eliminating  a  dishwasher,  trash  com¬ 
pactor,  and  microwave  oven  in  the  community  r<K>m.  In  November  1988. 
the  sponsor  accepted  three  of  the  additional  changes,  but  agreed  to  pro¬ 
vide  $33,408  at  initial  closing  to  retain  the  other  design  features. 

Finally,  in  April  1989,  the  field  office  valued  the  project  at  $3,940,800. 

In  May  1989,  the  field  office  accepted  the  project  as  cost  contained. 
However,  because  rents  were  limited  to  $775  per  month,  urn's  maximum 
allowable  mortgage  of  $3,374,500  would  not  support  project  costs.  Since 
project  costs  exceeded  1 10  percent  of  kmrs,  the  sponsor  asked  hi  n  head¬ 
quarters  for  a  1 20-p(‘rcent  P'MR  exception  rent.  At  the  120-percent  level, 
FMRs  would  increase  to  $840  per  month  and  would  support  a  mortgage  of 
$3,814,300.  This  amount  is  less  than  the  project  valuation  and  would 
require  an  additional  sponsor  contribution  of  $93,100.  Since  this  amount 
was  greater  than  the  original  fund  reservation,  the  sfxinsor  was  required 
to  seek  an  amendment  to  the  original  reservation  amount  from  hi  d 
headquarters.  As  part  of  the  approval  process.  m  i>  headquarters  con¬ 
ducted  a  cost  containment  review. 

In  -luly  1989,  the  field  office  .sent  the  sponsor  the  results  of  the  head¬ 
quarters  co.st  containment  review.  On  the  basis  of  its  interpretation  of 
cost  containment  requirements,  headquarters  listed  10  items  that 
needed  to  be  eliminated  or  redesigned  to  meet  cost  containment  objec¬ 
tives.  According  to  the  headquarters  review,  the  most  effective  way  to 
address  most  of  these  items  would  be  a  complete  redesign  of  thi'  projivt 
from  a  0-story  to  a  5-story  structure.  The  field  office  told  the  sponsor  he 
had  two  choices.  He  could  either  (1 )  redesign  the  project  as  suggested  or 
(2)  pay  for  the  nonaliowable  co.sts,  estimated  at  $  I47.0()(). 
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In  July  1989,  the  consultant  appealed  the  headquarters  decision.  Tht' 
consultant’s  appeal  pointed  out  that  after  several  design  changes  the 
field  office  determined  the  project  was  cost  contained  and  that  making 
the  redesign  envisioned  by  headquarters  would  add  nearly  one  year  of 
processing  time  and  increase  project  costs  by  $478,000.  In  December 
1989,  fit'D  headquarters  informally  notified  the  field  office  that  the 
headquarters  June  1989  cost  containment  review'  was  lii'D’s  official  po.si- 
tion.  As  of  March  1990,  the  project  was  stalled  in  the  processing  pipeline 
because  the  sponsor  did  not  have  the  money  to  redesign  the  project  or 
pay  for  the  unallowed  costs. 


Other  Problems  With  Cost 
Containment  Reviews 


Sponsors  and  consultants  of  projects  in  several  geographic  locations  pro¬ 
vided  examples  of  differing  interpretations  among  offices  on  cost  con¬ 
tainment  requirements.  For  example,  on  one  project,  which  received 
firm  commitment  in  November  1989,  the  Greensboro,  North  Carolina, 
field  office  determined  that  the  project  design  w'as  not  in  compliance 
wdth  cost  containment  objectives.  The  office  required  the  consultant  to 
redesign  the  project  from  an  8-unit  row  structure  to  an  8-unit  block 
structure  with  4  units  back  to  back.  According  to  the  consultant  the 
Greensboro  office  had  previously  certified  the  same  8-unit  row  structure 
three  times  previously,  when  F'MRs  covered  project  costs.  Howx'ver.  in  the 
most  recent  project,  fmrs  did  not  cover  estimated  project  costs.  Mean¬ 
while,  on  another  project,  which  received  firm  commitment  in  March 
1990,  the  Columbia,  South  Carolina,  field  office  approved  the  con¬ 
sultant’s  same  8-unit  row  structure  design  as  meeting  cost  containment 
objectives.  South  Carolina’s  elderly  fthR-s  w'ere  adequate  to  cover  esti¬ 
mated  project  costs  according  to  the  consultant. 


Several  sponsors  and  consultants  we  contacted  also  expressed  concern 
about  nuD  changes  that  result  in  higher  operating  costs  or  higher  life¬ 
time  project  costs.  F’or  example,  one  hud  field  office  required  a  project  to 
be  built  with  electric  heat  for  all  units  because  electric  heating  units  are 
cheaper  to  install  than  gas  heating  units.  However,  electric  heat  often 
results  in  higher  utility  costs  for  the  life  of  the  project.  Other  examples 
given  were  potentially  higher  heating  costs  in  cases  where  insulation 
was  reduced  and  additional  costs  for  pest  extermination  in  ca.ses  where 
window  screens  were  eliminated. 


HUD  Administration 


When  responding  to  our  questionnaire,  22  of  the  30  sponsors  and  con- 
■sultants  with  projixts  exceeding  24  months  in  proce.ssing  indicated  that 
HUD  review  time  greatly  increased  processing  time.  In  addition.  20  of  the 
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30  also  indicated  that  iit  o  staff  actions  greatly  increased  processing 
time.  We  combined  these  responses  into  an  overall  category  of  in  n 
administration.  According  to  nine  resprtndents.  section  202  housing  was 
not  a  high  priority  program  in  urn,  and  nrn  staff  allowed  processing 
delays  to  occur  and  provided  little  assistance  to  sponsors  in  meeting 
processing  requirements.  Although  16  respondents  were  critical  of  urn  s 
administration  of  the  program.  0  sponsors  and  consultants  also  com¬ 
mented  that  HI  D  employees  are  hardworking  and  simply  overburdened 
with  the  volume  of  paperwork  involved  in  section  202  processing. 

Other  than  responding  to  a  congressional  directive  to  determine  the  rea¬ 
sons  for  section  202  processing  delays,  Mi  l)  headquarters  did  not  mon¬ 
itor  its  regional  or  field  office  processing  performance.  In  practice,  field 
offices  differed  significantly  in  the  degree  of  management  attention 
given  to  the  program. 

For  example,  the  Newark  and  New  Orleans  hi  d  field  offices  routinely 
experienced  processing  delays  beyond  24  months.  These  offices  did  not 
provide  program  participants  the  same  degree  of  assistance  as  other 
field  offices  in  executing  processing  requirements.  Conversely,  the  Pitts¬ 
burgh  and  Little  Rock  field  offices  processed  most  projects  in  less  than 
24  months,  and  they  had  several  management  techniques  in  common. 

Although  nt’D  regulations  do  not  provide  time  goals  for  issuing  firm 
commitment,  each  office  established  such  goals.  Also,  each  office 
required  the  field  office’s  technical  staffs — architecture  and  engi¬ 
neering,  cost,  valuation,  mortgage  credit,  and  housing  management— to 
meet  with  project  development  teams  during  the  conditional  and  firm 
commitment  stages  of  processing.  The  meetings  were  meant  to  ensure 
that  the  development  teams  understood  and  accepted  uro's  cost  contain¬ 
ment  objectives,  program  requirements,  and  regulatory  mortgage  limits. 

ih'd's  section  202  processing  requirements  provide  target  dates  for  cer¬ 
tain  processing  steps  that  account  for  8  to  9  months  of  the  total  18- 
month  processing  goal,  hud’s  notification  to  selected  sponsors  that  their 
section  202  project  applications  w'ere  selected  for  funding  includes  a 
statement  that  construction  shall  start  within  18  months  unless  exten¬ 
sions  are  granted.  These  requirements  include: 

•  the  sponsor’s  submi.ssion  of  a  conditional  commitment  application 
within  60  days — 90  days  for  a  complex  proposal — of  the  notification  of 
fund  reservation. 
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•  urn’s  review'  and  issuance  of  the  conditional  commitment  w  ithin  (H)  days 
of  receipt  of  a  complete  application,  and 

•  the  sponsor’s  submission  of  a  firm  commitment  application  within  120 
days  of  issuance  of  conditional  commitment. 

HI  D  has  not  established  any  additional  target  dates  for  re\  i owing  and 
issuing  the  firm  commitment.  Moreover,  urn  does  not  require'  its  field 
offices  to  meet  with  the  sponsor  to  discuss  cost  containment  objectives 
and  allowable  mortgage  limits  during  this  proce.ssing  stage.  Firm  com¬ 
mitment  is  a  critical  processing  stage  in  w'hich  the  project’s  design  and 
materials  are  finalized  for  iirn  review. 

The  following  example  illustrates  the  differences  in  administration  of 
the  section  202  program  in  the  Little  Rock  and  New  Orleans  urn  offices. 


Example  of  Differences  in 
HUD  Administration  of  the 

Two  Field  Offices 

Field  office  officials  in  Little  Rock  attributed  their  consistently  timely 
performance  in  meeting  section  202  goals  to  two  factors.  First,  project 
size  was  limited  to  a  maximum  of  20  units  beginning  in  1983.  This  deci¬ 
sion  accelerated  project  starts  by  moving  sites  to  rural  areas  w'here  site 
selection  problems  w'ere  minimized.  Second,  m  n  officials  and  project 
development  teams  met  at  project  funding  and  during  conditional  and 
firm  commitment  processing  to  e.stablish  mutually  agreed  upon  times 
and  costs  and  precluded  potential  future  delays  by  eliminating  misun¬ 
derstandings.  Little  Rock  officials  added  that  they  believed  fmrs  were 
adequate  for  .section  202  projects  and  that,  as  part  of  their  meetings 
with  project  development  teams,  it  w'as  specifically  stated  that  no 
waivers  of  the  FMR  limits  would  be  allowed. 

New  Orleans  field  office  officials  attributed  frequent  processing  delays 
to  cost  containment,  inadequate  KMRs,  site  control  problems,  and  to  a  low 
priority  given  the  .section  202  program  within  the  field  office.  According 
to  the  field  office  manager,  the  processing  of  elderly  and  handicapped 
housing  is  a  low  priority  because  the  field  office  is  insufficiently  staffed 
for  timely  performance  on  all  urn  programs.  Unlike  the  Little  Rock 
Office,  the  New  Orleans  office  did  not  conduct  meetings  at  the  firm  com¬ 
mitment  stage  between  field  office  review  staff  and  the  sponsor’s  design 


Section  202  Program  in 


urn’s  Minus  system  show's  that  98  percent  of  the  .section  202  projects 
funded  during  1980  to  1986.  in  the  Little  Rock  office,  started  constnic- 
tion  w'ithin  24  months.  In  contrast,  only  29  percent  of  the  .section  202 
projects  funded  during  this  period  in  the  New'  Orleans  office  started  con¬ 
struction  within  24  months. 
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team.  Local  consultants  who  dealt  with  the  New  Orleans  office  con¬ 
firmed  that  aside  from  limited  management  attention,  cost  containment 
and  inadequate  fmrs  were  also  reasons  for  delays  in  New  Orleans. 

The  Fort  Worth  regional  administrator  and  the  director,  Office  of 
Housing,  agreed  that  cost  containment,  P'MR  limitations,  and  site  selec¬ 
tion  w'ere  all  problems  contributing  to  processing  delays  in  New  Orleans. 
However,  they  did  not  concur  with  the  New  Orleans  office's  contention 
of  being  understaffed.  The  regional  administrator  said  that  the  New 
Orleans  office  w^as  better  staffed  than  other  hi  d  field  offices  in  the 
region.  Furthermore,  the  Little  Rock  office  was  able  to  avoid  processing 
delays  becau.se  of  adequate  fmRs  and  by  building  small  projects  in 
nonmetropolitan  areas  according  to  these  officials. 

The  management  styles  of  the  two  offices  have  greatly  contributed  to 
the  proccs.sing  time  differences  according  to  a  national  consultant  who 
deals  with  both  offices.  Specifically,  the  consultant  noted  that  the  Little 
Rock  office  requires  each  project's  development  team  (architect,  con¬ 
sultant,  attorney,  etc.)  to  w'ork  with  iifd  in  establishing  budgets  and 
designs  within  cost  containment  limits  and  fmrs.  Conversely,  the  New 
Orleans  office  provides  little  guidance  to  program  participants  and  d(x>s 
not  collaborate  with  the  sponsor’s  design  team  at  firm  commitment 
which  leads  no  lengthy  delays  when  P'MR  limits  are  exceeded  or  when 
cost  containment  is  an  issue. 


Conclusions 


We  believe  that  ni  d  has  a  responsibility  t*  issure  that  its  fair  market 
rent  levels  represent  fair  caps  on  the  rents  t  hat  nonprofit  sponsors  can 
charge  in  section  202  projects.  Low^  fmrk  have  helped  create  backlogs  of 
section  202  projects  not  starting  constniction,  precluded  certain  areas  of 
the  country  from  participating  in  the  section  202  program,  and  required 
significant  nonprofit  sponsor  contributions  that  the  program’s  legisla¬ 
tion  did  not  intend. 

nt'D  offices  have  been  inconsistent  in  their  application  of  cost  contain¬ 
ment.  In  locations  where  nri)  sets  section  202  fmrs  too  low,  Hn>  offices 
repeatedly  review  and  change  project  design  plans  in  attempts  to  lower 
costs  to  amimnts  that  can  be  supported  by  the  lower  '  ents.  U)W  fmr,s 
followed  by  duplicative  cost  containment  reviews  often  result  in  time- 
consuming  redesigns  of  projects.  Sponsors  and  consultants  of  section 
202  projects  also  told  us  that  m  n  offices  are  inconsi.stent  in  determining 
what  are  acceptable  project  costs.  This  may  be  due  to  in  d  providing  lim¬ 
ited  training  and  oversight  of  cost  containment  implementation. 
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We  also  noted  there  were  sharp  differences  in  the  degree  of  attention 
paid  to  timely  section  202  processing  at  the  tiro  field  offices  wq  visited. 
Some  Hl’D  offices  paid  strict  attention  to  timely  section  202  processing, 
w'hile  other  offices  allowed  processing  delays  to  occur  and  provided 
little  assistance  to  sponsors  in  meeting  prcx  essing  requirements.  The 
field  offices  with  timely  section  202  processing  established  procedures 
beyond  those  in  hi  d’s  processing  requirements.  Specifically,  these 
offices  establish  time  goals  to  issue  firm  commitments,  m  n  processing 
requirements  do  not  include  target  dates  for  this  activity.  In  addition,  at 
firm  commitment,  these  offices  require  their  technical  staffs — architec¬ 
ture  and  engineering,  cost,  valuation,  mortgage  credit,  and  housing  man¬ 
agement — to  meet  w'ith  project  development  teams  to  ensure  that 
sponsors  understand  and  accept  cost  containment  objectives  and  allow¬ 
able  mortgage  limits. 

Moreover,  other  than  responding  to  a  congressional  directive  to  deter¬ 
mine  the  reasons  for  section  202  processing  delays,  m  n  has  not  ade¬ 
quately  monitored  its  regional  or  field  office  section  202  processing 
performance. 


Recommendations 


To  better  facilitate  the  timely  completion  of  section  202  projects,  we  rec¬ 
ommend  that  the  Secretary  of  hud: 

Establish  fair  market  rents  for  section  202  projects  at  levels  that  reflect 
local  rental  markets  to  help  impro\  e  pnxe.ssing  time  and  also  make  it 
more  likely  that  the  section  202  program  will  provide  100  percent 
sponsor  financing  for  modestly  designed  housing. 

Ensure  that  supervisory  visits  and  reviews  by  hud  headquarters  and 
regional  offices  are  implemented  to  validate  consistent  application  of 
cost  containment  requirements  among  field  offices. 


Agency  Comments  and 
Our  Evaluation 


in  commenting  on  a  draft  of  this  repKirt  (see  app.  V),  hud  agreed  with 
our  conclusion  that  inadequate  section  202  project  fair  market  rents 
have  contributed  to  delays  in  processing  section  202  projects  because 
they  do  not  always  accurately  reflect  local  market  rents  in  a  given  area. 
However,  hud  pointed  out  that  using  actual  market  rents  could  increase 
program  costs  beyond  an  acceptable  level,  hud  went  on  to  comment  that 
it  is  endeavoring  to  develop  an  approach  to  increasing  the  FMRs  that 
would  support,  the  market  rents  while  also  minimizing  the  budget  impact 
as  much  as  possible.  We  agree  that  there  would  be  a  budgetary  impact  if 
FMK,s  are  increased.  However,  in  terms  of  funding  section  202  projects. 
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IH  D  needs  to  take  into  account  Congress’  intent  that  development  costs 
for  these  projects  are  authorized  to  be  provided  at  100  percent. 

In  regard  to  applying  cost  containment  guidelines  consistently,  in  i)  said 
that  all  field  offices  were  provided  training  in  1088  and  1990,  Because 
HOD  believes  that  these  training  sessions  have  increased  field  offices’ 
awareness  and  understanding  of  cost  containment  objectives,  applica¬ 
tion  of  cost  containment  guidelines  are  being  decentralized  to  the  field 
offices,  urn  plans  to  monitor  field  office  compliance  with  co.st  contain¬ 
ment  through  random  project  reviews  and  field  office  visits.  We  agree 
with  Hi  D’s  approach  of  decentralizing  cost  containment  to  the  field 
offices  provided  that  lU  D  headquarters  and  regional  office  monitoring  is 
adequate  to  ensure  the  consistent  application  of  cost  containment 
objectives. 

IH'D  has  taken  action  in  response  to  a  proposal  in  our  draft  report  that 
processing  time  goals  be  established.  In  June  1990,  urn  issued  a  notice  to 
all  field  offices  requiring  them  to  develop  timetables  for  processing  sec¬ 
tion  2()‘2  projects.  This  notice  also  requires  field  office  staff  to  ensun* 
regular  communications  between  the  sponsor’s  development  team  and 
the  IH’D  field  office  .staff  during  all  phases  of  processing. 

In  accordance  with  the  final  proposal  in  our  draft  report,  urn  said  that 
both  headquarters  and  regional  offices  are  now  monitoring  field  office 
processing  time.  lU'D  also  said  that  it  plans  to  e.stablish.  in  fiscal  year 
1991,  a  goal  to  process  section  202  projects  in  an  average  of  24  months 
or  less  with  a  maximum  allow^able  time  of  36  months,  inn  recently 
amended  its  regulations  to  codify  that  intent.  Given  urn’s  planned 
actions  to  correct  the  factors  causing  delays,  we  do  not  believe 
increasing  the  processing  time  goals  to  36  months  was  warranted.  By 
adjusting  section  202  fmrs,  improving  communications  between  the  field 
office  staff  and  borrowers'  development  team,  training  .staff,  and 
increasing  field  office  review's,  urn  should  be  able  to  meet  its  original 
processing  goals  of  18  to  24  months.  In  fact,  in  field  offices  where  cor¬ 
rective  action  by  lU'i)  is  not  needed,  21  projects  were  processed  within 
an  average  of  20  months  in  1 988. 
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Questionnaire  Methodology  and  Results 


Questionnaire 

Methodology 


To  determine  the  reasons  for  processing  delays  among  hud  field  offices, 
we  identified  18  possible  factors  through  reviews  of  nun  project  files 
and  discussions  with  both  hud  staff  and  consultants.  We  conducted  com¬ 
puter-assisted  telephone  interviews  with  40  judgmentally  selected  spon¬ 
sors  and  consultants  and  asked  them  how  these  18  factors  may  have 
affected  their  projects’  processing  times.'  As  a  group,  these  sponsors  and 
consultants  had  pr<K‘essing  experience  covering  1 ,098  projects  in  48  of 
hud’s  51  processing  field  offices  and  all  10  hud  regions.  The  interviews, 
ranging  from  1  to  2  hours  in  duration,  h)cused  on  determining  the  degree 
to  which  various  factors  affected  processing  times  on  specific  section 
202  projects. 

We  interviewed  4  national  sponsors  out  of  18  that  we  identified  in  m  o’s 
MiDLis  computer  system.  We  selected  all  national  sponsors  who  had  at 
least  25  projects,  did  business  with  more  than  two  hud  regions,  and  had 
projects  funded  in  at  least  two  different  funding  years.  The  four  spon¬ 
sors  whom  we  identified  represented  236  projects. 

We  interviewed  9  national  consultants  out  of  14  that  we  identified 
through  discussions  with  hud  officials  and  consultants.  We  selected  all 
national  consultants  who  had  at  least  25  projects,  experience  in  at  least 
two  HUD  regions,  and  had  projects  funded  in  at  least  two  different 
funding  years.  The  nine  national  consultants  whom  we  identified  repre¬ 
sented  573  projects. 

We  interviewed  27  local  consultants  out  of  108  whom  hud  field  office 
staff  identificHl  as  having  projects  funded  in  the  six  hud  field  offices 
chosen  for  our  review.  We  selected  local  consultants  who  had  worked  on 
at  least  three  projects  in  two  different  funding  years.  The  27  lf)cal  con¬ 
sultants  represented  289  projects. 

The  sponsors  and  consultants  we  interviewed  represented  about  one- 
third  of  all  section  202  projects  funded  betwtx)n  1980  and  1988.  How¬ 
ever,  since  our  selection  of  hud  field  offices  and  survey  participants  was 
judgmental,  the  results  of  our  analysis  is  not  applicable  to  the  section 
202  program  in  total.  In  addition,  each  respondent  was  asked  to  discuss 
any  additional  factors  affecting  processing  times  on  their  projects  that 
may  not  have  bcHjn  included  in  the  list  of  1 8  items.  The  respondents 
were  also  asked  to  provide  documentation  regarding  the  major  factors 
they  identified  as  greatly  increasing  pr(K;essing  times  on  their  projects. 


'Spon.sors  an-  nonprofit  organizatioas  who  apply  for  swtion  202  loaas.  Coasultant.s  for  nonprofit 
sponsors  help  Mkot  wnform  to  HUI)  raquiremenUs  and  also  selwt  the  projert's  developrm'nl  h'am. 
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Questionnaire  Methodolo){y  and  Results 


Questionnaire 

Responses 


Of  the  40  selected  sponsors  and  consultants,  30  had  projects  that 
exceeded  24  months  in  processing.  Since  24  months  is  supposed  to  be  the 
maximum  processing  time,  we  concentrated  our  efforts  on  establishing 
those  factors  that  caused  project  processing  to  exceed  this  limit.  There¬ 
fore,  the  remaining  information  is  based  on  30  responses. 

The  combined  responses  of  the  30  sponsors  and  consultants  with 
projects  that  exceeded  24  months  in  processing  showed  that  they  most 
frequently  indicated  (1)  cost  containment  (23  of  30),  (2)  fair  market 
rents  (both  capping  (22  of  30)  and  maintaining  (17  of  30)  FMR  levels), 
and  (3)  hud  administration  (review  time  (22  of  30),  and  hud  staff  (20  of 
30))  as  the  major  factors  greatly  increasing  processing  time.  Since  more 
than  50  percent  of  these  respondents  indicated  that  these  factors  greatly 
increased  processing  time,  we  designated  these  factors  as  being  of  major 
importance. 

More  than  50  percent  of  the  30  respondents  also  indicated  that  an  addi¬ 
tional  five  factors  either  greatly  or  somewhat  increased  processing  time 
on  their  projects  exceeding  24  months  in  processing.^  However,  since 
these  factors  were  not  indicated  as  greatly  increasing  processing  time  by 
a  majority  of  the  30  respondents,  we  designated  these  factors  as  being  of 
some  importance  rather  than  major  importance. 

Table  I.  1  shows  survey  participant  responses  to  each  of  the  18  factors 
included  in  our  questionnaire  for  the  30  sponsors  and  consultants  with 
projects  exceeding  24  months  in  processing.  The  results  indicate  the  per¬ 
centage  reporting  the  factors  as  either  greatly  or  somewhat  increasing 
processing  time  on  their  projects.  While  sponsors  and  consultants  also 
identified  several  additional  t actors  as  causes  tor  delays  on  section  202 
projects,  these  additional  factors  were  not  mentioned  frequently  and 
were  applicable  to  delays  on  specific  projects. 


^The  five  additional  factors  that  increased  processing  lime  included  ( 1 )  operating  expenses,  (2)  local 
regulations.  (3)  information  required  by  HUD,  (4)  comp«'titive  bid.  and  (5)  cost  nmtainment  versus 
l<K'al  design. 
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Table  1.1:  Analysis  of  Factors  for  Processing  Delays  According  to  National  Sponsors  and  Consultants  and  Local  Consultants  (For 


Projects  Exceeding  24  Months  m  Process) 

Effect  on  i 

processing  time'* 

Factor  title 

Description 

Greatly 

increased 

Somewhat 

increased 

Of  major  importance 

Cost  containment 

Requirement  that  the  building  is  not 
excessive  in  terms  of  amenities  and  cost  of 
materials 

767 

133 

Limited  FMRs 

Cap  of  FMRs  at  certain  inflation  limits 
beginning  in  1982 

75  9 

103 

Maintained  FMRs 

Maintenance  of  FMRs  to  those  in  effect  at  the 
time  of  fund  reservation  beginning  in  1986 

58  6 

1Q3 

HUD  review  time 

Amount  of  time  required  by  HUD  to  review 
material  submitted  for  processing 

73.3 

167 

HUD  staff 

HUD  staff  assigned  to  oversee  processing 

66  7 

too 

Of  some  importance 

Operating  expenses 

Since  FMRs  must  cover  both  debt  service  and 
operating  expenses,  every  dollar  of  income 
assigned  to  operating  expenses  reduces  the 
amount  of  income  available  to  cover  debt 
service  This  reduces  the  maximum  loan 
amount  supportable  bv  FMRs  and  increases 
the  potential  for  sponsor  contributions 

46  7 

20  0 

Information  required  by  HUD 

Financial  statement  disclosures  and  identity 
of  interest  statements  at  all  stages  of 
processing 

267 

33  3 

Local  regulations 

Obtaining  local  zoning  permits. 

30,0 

30  0 

Competitive  bid 

Competitive  bidding  is  mandatory  when 
projects  exceed  1 10  percent  of  FMRs  or  the 
mortgage  amount  exceeds  $2  million 

31  3 

25  0 

Cos'  cor'ammcnl  versus  local  design 

Cost  containment  may  disailovv  cosi&  for  local 
code  requirements  increasing  sponsor 
contributions 

23.3 

30  0 

Other  factors 

Local  opposition 

Community  opposition  to  the  project  can 
delay  processing  or  require  the  selection  of  a 
different  site 

300 

13  3 

Field  office  changes 

Processing  procedures  that  differ  from  other 
field  office 

233 

67 

No  elderly  site  control 

Lack  of  site  control  requirement  prior  to  fund 
reservation  for  elderly  project  funded  in  1986 

125 

31  3 

Architect  experience 

Architect's  experience  with  section  202 
requirements  can  affect  processing  time 

10,0 

23  3 

Handicapoed  support 

HUD  requires  support  services  to  assist  the 
less  mobile,  handicapped  persons  to  be 
contracted  for  at  firm  commitment 

83 

125 

Contractor  experience 

Contractor  s  experience  with  section  202 
requirements  can  affect  processing  time 

33 

133 

(continued) 
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Questionnaire  Methodology  and  Results 


_ Effect  on  processing  time* _ 

Greatly  Somewhat 

Factor  title 

Sponsor  experience 

Consultant  experience 


^Listed  by  percentage  of  30  respondents  having  projects  exceeding  24  months  m  processing  The  per 
centages  do  not  total  to  100  For  the  remaining  percentages,  the  respondents  indicated  that  the  factor 
decreased  or  had  little  or  no  effect  on  processing  time  or  the  respondent  was  either  unsure  of  the  efteci 
on  processing  time  or  found  it  not  applicable 
Source  GAO  analysis  of  questionnaire  responses 


Description 

increased 

increased 

Sponsor's  experience  with  section  202 
requirements  can  affect  processing  time 

3  1 

63 

Consultant's  experience  with  section  202 
requirements  can  affect  processing  time 

00 

OC 
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Section  202  Program  Activity 


During  I'iscal  years  tlirough  1989,  lli  u  had  authoriiy  to  issue  $(>.9 
billion  in  section  202  loans  to  finance  the  construction  of  182,801  units 
of  new  elderly  and  handicaiiped  rental  housing.  While  most  of  t  lie 
authorized  housing  units  were  built  or  ar  *  in  the  processing  i>ii)(‘line.  a 
substantial  amount  of  appropriated  fund-;  were  unused.  During  the  10* 
year  period,  lift)  financed  the  construction  or  has  in  process  90  perc  ent 
of  the  autfiorized  tinits,  while  only  4  percent,  or  5.424  units,  were  termi¬ 
nated  after  approval.  However,  of  the  $0.9  billion  appropriated  for  the 
program,  about  $932  million,  or  13  percent,  was  initially  unused  or 
recaptured.  Recaptured  funds  are  funds  reserved  in  la  ior  fiscal  years 
for  specific  section  202  projects,  but  not  used.  Table  11.1  shows  the  loan 
amounts  available  for  the  program,  and  the  unused  and  recapturc'd  loan 
authority,  for  fiscal  yc'ars  1980  through  1989. 


Table  11.1:  Section  202  Amounts 

Appropriated,  Unused,  and  Recaptured  Dollars  in  thousands 
lor  Fiscal  Years  1980  Through  1989 


Fiscal  year 

Loan  limitation 
approved 

Unused  loan 
funds 

amounts 

recaptured 

Total  unused  or 
recaptured 

1980 

$1,053,560'‘ 

$121  045 

$55,998 

$177  043 

1981 

895  848" 

23  271 

46979 

o 

(S> 

o 

1982 

830  848 

12  025 

58.705 

70  730 

1983 

634,200 

862 

108,193 

109  055 

1984 

666.400 

564 

105  101 

105,665 

1985 

600.000 

3,050 

73  819 

76  869 

1986 

603,899 

48.058 

59  643 

o 

--4 

o 

1987 

592,661 

18612 

61  388 

80  000 

1988 

565.776 

742 

61  047 

61 ,789 

1989 

480  106 

2  384 

70  327 

73  21 1 

Total 

$6,923,298 

$230,613 

^7C1 ,700 

$932,313 

'‘in  fiscal  year  1980  Ihe  section  202  program  was  authomeO  lo  .eiis'i  all  fur  ding  available  from  prior 
fiscal  years  This  amounted  to  $223  6  million 

'Tn  fiscal  year  1901.  the  section  202  program  was  authorized  to  reus  $65  mi  'ion  of  lecaptuied  lese'va 
tions  from  prior  years 


The  unused  loan  funds  shown  in  table  11.1,  or  $230. (j  million,  tire  funds 
that  were  not  rc'served  in  the  year  appropriated.  Since  fiscnl  year  1981 
these  funds  have  not  been  available  for  n.sc  in  the  .section  202  program 
in  succeeding  fiscal  years  and.  therefore,  revert  bac  k  to  th('  Treasury. 
The  reservation  amount  rc'eaplured,  or  $702  million,  includes  $210.9 
million  that  was  rc'served  for  t)n)ject.s  funded  during  fiscal  yisirs  1980 
through  1989,  but  the  projc'cts  were  terminated  in  yt'ars  after  fund  res¬ 
ervations  were  made,  and  $49t).l  million  in  funds  that  wc're  not  used 
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Section  202  Program  Activity 


Table  11.2:  Section  202  Projects  Starting 
Construction  and  in  the  Pipeline — 1980- 
1989 


because  project  loan  funds  were  less  than  project  reservation  amounts. 
Recaptured  funds  from  prior  year  appropriations  cannot  be  reused  and 
are,  therefore,  not  available  for  section  202  projects. 

The  numbers  of  new  section  202  units  starting  construction  have  been 
declining  in  the  last  several  years.  The  reasons  for  the  decline  have  bc*en 
both  decreasing  funding  for  the  program  as  well  as  increasing  project 
processing  time.  Table  II. 2  shows  that  while  decreasing  numbers  of 
projects  have  started  construction,  the  section  202  pipeline — projects 
reserved  but  not  starting  construction — has  continued  to  grow. 


Starting  Construction  In  the  Pipeline 


Calendar  year 

Projects 

Units 

Projects 

Units 

1980 

246 

16.760 

656 

32  909 

1981 

318 

17.437 

604 

29  227 

1982 

353 

18.217 

560 

26.404 

1983 

321 

15.615 

551 

24  270 

1984 

280 

12.093 

655 

25  585 

1985 

312 

13.044 

703 

24  955 

1986 

256 

9.396 

774 

26  642 

1987 

267 

8.496 

875 

30.381 

1988 

295 

9.678 

974 

31  807 

1989 

178 

5.142 

1  092 

35.103 

Total 

2,826 

125,878 

Source  HUD  MIDLIS  data  as  of  November  9  1989 
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Section  202  Pipeline  Status  by  HUD  Region  and 
Processing  Field  Office  as  of  November  9, 1989 


Months 

HUD  Region  l-Bo$ton 

Providence  Rl 

Hartford.  CT 

Boston.  MA 

Manchester,  !MH 

Total 

0-11 

3 

4 

11 

3 

21 

Projects  in 
12-23  24-35 

0  2 

4  2 

10  7 

5  0 

19  11 

Pipeline 

36-47 

3 

1 

3 

1 

8 

48  or  more 

1 

3 

6 

A 

U 

10 

Total 

projects 

9 

14 

37 

9 

69 

HUD  Region  It-New 

York 

New  York.  NY 

10 

15 

16 

11 

9 

61 

Buffalo,  NY 

11 

15 

5 

3 

2 

36 

Newark.  NJ 

5 

8 

7 

6 

3 

29 

San  Juan.  PR 

1 

4 

6 

3 

2 

16 

Total 

27 

42 

34 

23 

16 

142 

HUD  Region  lli- 
Philadelphia 

Washington.  DC 

2 

5 

2 

4 

0 

13 

Pittsburgh.  PA 

9 

8 

0 

1 

0 

18 

Philadelphia.  PA 

9 

9 

4 

7 

7 

36 

Charleston.  WV 

3 

4 

5 

2 

0 

14 

Richmond.  VA 

9 

8 

4 

3 

1 

25 

Baltimore,  MD 

4 

4 

5 

1 

2 

16 

Total 

36 

38 

20 

18 

10 

122 

HUD  Region  IV-Atlanta 

Greensboro,  NC 

26 

25 

5 

1 

0 

57 

Columbia.  SC 

4 

8 

7 

2 

0 

21 

Atlanta,  GA 

3 

11 

4 

6 

2 

26 

Birmingham,  AL 

6 

11 

5 

1 

0 

23 

Jacksonville,  FL 

15 

16 

16 

12 

3 

62 

Jackson,  MS 

6 

7 

4 

1 

2 

20 

Louisville,  KY 

0 

8 

1 

0 

0 

9 

Nashville,  TN 

2 

8 

5 

0 

3 

18 

Knoxville.  TN 

3 

3 

3 

1 

0 

10 

Total 

65 

97 

50 

24 

10 

246 

(conlinued) 
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Section  202  Pipeline  Status  by  HUD  Ref(ion 
and  Processing  Field  Office  as  of  November 
9, 1989 


Projects  in  Pipeline _  Total 


0-11 

12-23 

24-35 

36-47 

48  or  more 

projects 

HUD  Region  V- 
Chicago 

Cleveland,  OH 

4 

7 

7 

6 

2 

26 

Columbus,  OH 

1 

0 

8 

1 

10 

20 

Detroit,  Ml 

3 

6 

2 

1 

1 

13 

Cincinnati,  OH 

0 

6 

5 

0 

0 

1  1 

Grand  Rapids,  Ml 

0 

4 

4 

1 

0 

9 

Chicago,  IL 

15 

18 

12 

9 

12 

66 

Indianapolis,  IN 

10 

5 

6 

2 

2 

25 

Milwaukee,  Wl 

8 

11 

2 

0 

0 

21 

Minneapolis,  MN 

6 

8 

2 

0 

0 

16 

Total 

56 

73 

41 

20 

17 

207 

HUD  Region  Vl-Fort 
Worth 

New  Orleans,  LA 

5 

2 

5 

4 

1 

17 

Little  Rock,  AR 

13 

10 

1 

0 

0 

24 

Fort  Worth,  TX 

0 

7 

5 

8 

2 

22 

Houston,  TX 

3 

3 

1 

0 

0 

7 

San  Antonio,  TX 

4 

2 

1 

0 

0 

7 

Oklahoma  City,  OK 

2 

6 

4 

2 

0 

14 

Total 

27 

30 

17 

14 

3 

91 

HUD  Region  VII- 
Kansas  City 


Des  Moines,  lA 

5 

7 

1 

0 

0 

13 

Kansas  City,  MO 

10 

10 

3 

0 

0 

23 

St,  Louis,  MO 

6 

8 

3 

0 

0 

17 

Omaha,  NE 

4 

4 

0 

0 

0 

8 

Total 

25 

29 

7 

0 

0 

61 

HUD  Region  VIII- 
Oenver 

Denver,  CO 

4 

7 

1 

2 

0 

14 

Total 

4 

7 

1 

2 

0 

14 

(continued) 
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S^tion  202  Pipeline  Status  by  til'll  Re{(ion 
and  Processbig  Field  Office  as  of  November 
9,  1989 


Projects  in  Pipeline _  Total 


0-11 

12-23 

24-35 

36-47 

48  or  more 

projects 

HUD  Region  IX-San 
Francisco 

San  Francisco.  CA 

8 

11 

10 

r 

3 

39 

Los  Angeles,  CA 

14 

17 

9 

6 

3 

49 

Phoenix,  AZ 

2 

4 

3 

1 

0 

10 

Sacramento,  CA 

2 

2 

2 

2 

0 

8 

Honolulu,  HI 

0 

4 

1 

0 

0 

5 

Total 

26 

38 

25 

16 

6 

111 

HUD  Region  X*Seattie 

Anchorage,  AK 

0 

0 

0 

0 

0 

0 

Portland,  OR 

4 

7 

2 

1 

0 

14 

Seattle.  WA 

5 

7 

1 

2 

0 

15 

Total 

9 

14 

3 

3 

0 

29 

HUD  National  Total 

296 

387 

209 

128 

72 

1,092 

Source  HUD  VIDUS  data  as  ol  November  9.  1989 
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Section  202  Average  Processing  Time  by  HUD 
Region  and  Processing  Field  Office 


Months 

1988  average 
processing  time 
(months) 

Projects  Starting  Construction  in 
1988 

0-18 

18.1  -  24 

More  than  24 

HUD  Region  i-Boston 

Providence,  Rl 

50  8 

. 0 

0 

1 

Hartford,  CT 

36  3 

0 

2 

4 

Boston,  MA 

28  9 

0 

1 

4 

Manchester,  NH 

38  6 

0 

0 

6 

Total 

35.8 

0 

3 

15 

HUD  Region  ll-New  York 

New  York,  NY 

360 

0 

0 

9 

Buffalo,  NY 

27  4 

1 

0 

6 

Newark,  NJ 

41  1 

0 

0 

5 

San  Juan,  PR 

278 

0 

0 

1 

Total 

34.1 

1 

0 

21 

HUD  Region  III- 
Philadelphia 

Washington.  D  C, 

33  2 

0 

0 

1 

Pittsburgh,  PA 

198 

2 

3 

2 

Philadelphia,  PA 

35,5 

1 

1 

5 

Charleston,  WV 

a 

Richmond,  VA 

27  7 

1 

0 

5 

Baltimore,  MD 

28  4 

0 

0 

4 

Total 

28.0 

4 

4 

17 

HUD  Region  IV-Atlanta 

Greensboro,  NC 

22  5 

5' 

. i7 

. 12 

Columbia.  SC 

234 

0 

1 

0 

Atlanta,  GA 

389 

0 

0 

4 

Birmingham,  AL 

19-4 

2 

2 

1 

Jacksonville,  FL 

30  0 

1 

2 

10 

Jackson,  MS 

325 

1 

1 

7 

Louisville,  KY 

172 

1 

3 

0 

Nashville,  TN 

285 

2 

0 

4 

Knoxville,  TN 

26  1 

2 

3 

4 

Total 

25.9 

14 

29 

42 

(continued) 
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Swtion  202  Average  Processing  Time  by  HUD 
Region  and  Processing  Field  Office 


1988  average 
processing  Cme 
(months) 

Projects  Starting  Construction  in 
1988 

0-18 

18.1  -  24 

More  than  24 

HUD  Region  V-Chicago 

Cleveland,  OH 

29  4 

0 

1 

4 

Columbus,  OH 

20  9 

2 

1 

2 

Detroit,  Ml 

364 

0 

1 

7 

Cincinnati.  OH 

228 

1 

0 

4 

Grand  Rapids.  Ml 

19.5 

0 

3 

0 

Chicago,  !L 

38  5 

0 

t 

10 

Indianapolis,  IN 

27  9 

0 

2 

4 

Milwaukee,  Wl 

23  4 

1 

2 

6 

Minneapolis.  MN 

20.3 

1 

1 

2 

Total 

28.5 

5 

12 

39 

HUD  Region  Vl-Fort  Worth 

New  Orleans.  LA 

40  9 

0 

0 

5 

Little  Rock,  AR 

163 

4 

3 

1 

Fort  Worth,  TX 

15  1 

1 

0 

0 

Houston,  TX 

22,1 

0 

4 

2 

San  Antonio.  TX 

199 

0 

1 

0 

Oklahoma  City,  OK 

20  3 

1 

2 

1 

Total 

23.4 

6 

10 

9 

HUD  Region  Vtl-Kansas 

City 

Des  Moines,  lA 

20  5 

3 

3 

1 

Kansas  City,  MO 

176 

7 

2 

3 

St  Louis.  MO 

20.0 

1 

1 

1 

Omaha.  NE 

160 

2 

3 

0 

Total 

18.3 

13 

9 

5 

HUD  Region  Vlll-Denver 

Denver,  CO 

290 

1 

2 

7 

Total 

29.0 

1 

2 

7 

(continued) 
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Section  202  Average  Processing  Time  b>  HIT) 
Region  and  Processing  Field  Office 


1988  average  Projects  Starting  Construction  in 

processing  time  _  _  "I  ?®®  _  _ 

(months)  u-18  18.1*24  More  than  24 


HUO  Region  IX-San 

Francisco 

San  Francisco.  CA 

29  2 

0 

1 

7 

Los  Angeles  CA 

27  2 

0 

2 

2 

Phoenix,  AZ 

20  1 

0 

2 

0 

Sacramento.  CA 

28  1 

0 

0 

1 

Honolulu.  HI 

236 

0 

1 

1 

Total 

27.0 

0 

6 

11 

HUD  Region  X-Seattle 

Anchorage,  AK 

Portland,  OR 

a 

197 

2 

1 

3 

Seattle,  WA 

20  5 

1 

2 

1 

Total 

20.0 

3 

3 

4 

1988  HUO  National  Total 

26.8 

47 

78 

170 

^Not  applicable  because  the  Anchorage.  Alaska,  and  Charleston,  West  Virginia  offices  did  nof  have  any 

projects  starting  construction  in  1988 

Source  HUD  MIDLIS  data  as  of  November  9  1989 
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Comments  From  the  Department  of  Housing 
and  Urban  Development 


August  24,  1990 


Mr.  John  M.  01s,  Jr 
Director,  Community  and  Economic 
Development  Division 
United  States  General  Accounting  Office 
Washington,  D.C.  20648 

Dear  Mr.  01s: 

Your  letter  of  July  13,  1990,  addressed  to  the  Secretary  of 
Housing  and  Urban  Development  transmitting  a  proposed  report  to 
the  Congress  entitled:  “Housing  for  the  Elderly  and  Handicapped: 
HUD  Policy  Decisions  Delay  Section  202  Construction  Starts 
( GAO/RCEO-90- 187 ) ,  “  has  been  referred  to  me  for  reply. 

1  will  answer  the  recommendations  in  the  order  that  they  are 
presented  in  the  report. 

Recommenda t i on  No  1:  The  Secretary  of  HUO  should  establish  fair 
market  rents  that  accurately  reflect  the  cost  of  modest  housing 
in  local  rental  markets  to  help  reduce  processing  time  and  also 
making  it  more  likely  that  the  section  202  program  will  provide 
100  percent  of  sponsor  financing  for  modestly  designed  projects. 

Reply:  The  Department  recognizes  that  the  capping  process, 

while  affording  short  term  benefits  as  related  to  budget  impact, 
has,  in  many  instances,  resulted  in  increased  costs  in  the  long- 
run  and  has  inhibited  our  ability  to  provide  this  housing  for  the 
intended  occupants  within  a  reasonable  timeframe.  For  these 
reasons,  the  Department  is  currently  assessing  various  options  in 
connection  with  the  publication  of  the  FY  1989  FMRs.  For  the 
past  eight  years,  increases  in  FMRs  have  been  limited  to  the 
lesser  of  the  FMRs  submitted  by  Field  Offices  which  reflect  local 
market  conditions,  or  the  previous  year's  FMRs  increased  by  a 
percentage  determined  by  Headquarters  (capped  rent).  This 
process  has  led,  in  some  areas,  to  a  widening  gap  between  the 
market-based  rent  and  the  published  FMRs,  and  has  contributed,  in 
some  cases,  to  the  clogging  of  the  Section  202  pipeline.  Simply 
deciding  to  publish  FMRs  based  on  market  data  may  appear  to  be 
the  easy  solution.  However,  the  budget  impact  in  terms  of 
additional  Section  8  contract  and  budget  authority  needed  to 
support  the  higher,  uncapped  rents  may  render  this  alternative 
unacceptable.  The  Department  is  endeavoring  to  develop  an 
approach  to  increasing  the  FMRs  that  would  support  the  market 
rents  proposed  by  our  Field  Offices  while  minimizing  the  budget 
impact  as  much  as  possible.  Other  options  involve  a  cap  which 
may  be  established  in  different  ways. 

Recommendation  No  2:  The  Secretary  of  HUD  should  ensure  more 
consistent  application  of  cost  containment  reviews  among  field 
offices  either  by  increased  training  or  supervisory  visits. 
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0>mnipiiL<>  From  the  Department  of  Housing 
and  Urban  Devetupment 


on  cost  conto*ninent  hos  dircody 
occurred.  Three  two-day  training  sessions  were  conducted  in 
1986,  two  one-day  sessions  in  1988,  and  three  one-day  sessions  in 
1990.  All  field  offices  were  covered  in  this  training.  During 
the  last  year,  the  field  office  staff  has  demonstrated  Increased 
awareness  and  understanding  of  the  Department's  cost  containment 
objectives.  As  a  result  of  improved  field  performance. 
Headquarters  is  decentralizing  the  cost  containment  review 
process  to  the  field  offices.  Headquarters  and  the  regional 
offices  will  monitor  field  office  performance  through  random 
reviews  of  projects  and  through  field  office  visits. 

Recommenda t i on  No  3;  The  Secretary  of  HUD  should  establish 
processing  time  goals,  such  as  those  currently  employed  in 
offices  who  have  had  success  with  sponsor  and  field  office  stoff 
meetings  for  this  purpose. 

Reply:  The  Department  has  issued  instructions  to  the  field 
offices  that  address  this  recommendation.  On  June  30,  1990,  the 
Department  issued  Notice  H  90-37  entitled,  "Revised  Section  202 
Fund  Reservation  Extension  and  Cancellation  Policy".  This 
Notice  requires  field  offices  to  meet  with  borrowers  and  develop 
a  schedule  to  start  of  construction.  It  requires  the  field 
office  staff  to  take  initiative  in  making  sure  that  the 
borrower's  development  team  and  the  HUD  field  staff  are  in 
regular  communication  during  all  phases  of  the  development 
process.  It  requires  justification  for  any  delays  experienced 
during  the  development  process,  and  sets  up  a  monitoring  process 
whereby  Headquarters  will  monitor  each  region's  and  each  field 
office's  performance  by  rank  ordering  the  ten  regions  and  each 
field  office  within  a  region  based  on  the  average  time  lapsed 
between  the  issuance  of  the  fund  reservation  and  the  start  of 
construction.  The  Department  intends  to  take  additional  actions 
as  well.  For  example,  the  Department  intends  to  ask  for  reuse  of 
recaptured  Section  202  loan  authority.  If  the  Department 
succeeds  in  getting  reuse  of  recapture,  instructions  will  be  sent 
to  each  regional  office  authorizing  them  to  reuse  such  recapture 
for  amendments  to  projects  in  the  pipeline,  giving  priority  to 
the  field  office  from  which  the  recaptured  authority  came.  The 
Department  is  also  including  pipeline  goals  in  the  FY  1991 
Regional  Management  Plan,  which  will  require  that  a  certain 
percentage  of  the  projects  reserved  in  a  given  fiscal  year  be 
started.  The  Department  is  also  scheduled  to  conduct  Section  202 
program  training  which  will  include  participants  from  all  field 
offices. 
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and  Urban  Development 


Recouimeiiua 1 1  on  No  4;  The  Secretary  of  HUD  should  require 
headquarters  and  regional  office  monitoring  of  field  office 
processing  time. 

Reply;  The  Department  is  now  monitoring  field  office  processing 
time.  Unfortunately,  field  office  processing  time  will  look  even 
worse  than  the  GAO  report  shows  if  the  field  offices  succeed  in 
bringing  to  start  of  construction  those  cases  approved  in  FY  1987 
and  prior  fiscal  years.  In  order  to  avoid  penalizing  the  field 
for  getting  these  cases  started,  the  Department  will  include  in 
its  FY  1991  Regional  Management  Plan  a  goal  for  each  region  to 
start  all  cases  with  fund  reservations  received  in  FY  1988  or 
subsequent  fiscal  years  in  an  average  of  24  months  or  less.  This 
goal  will  be  monitored  through  the  Multifamily  Insured  and  Direct 
Loan  Information  System,  and  field  offices  that  perform  poorly 
will  receive  field  reviews  by  Headquarters  or  regional  staff. 

Si ncerely  yours , 


/rAlfred  A.  DelliBovi 
Under  Secretary 


I 
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M^or  Contributors  to  This  Report 


Resources, 
Coimiiunitv,  and 
Economic 

Development  Division, 
Washington,  D.C. 


Dennis  W.  Fricke,  Assistant  Director 

Robert  J.  Tice,  Assignment  Manager 

Alice  G.  Feldesman,  Senior  Social  Science  Analyst 

J.  Michael  Bollinger,  Advisor/Senior  FZvaluator 


Philadelphia  Regional 
Office 


Darryl  L.  Wittenburg,  Evaluator-in-Charge 
Sharon  S.  Linville,  Evaluator 
D.  Richard  Stengel,  Evaluator 
Anne-Marie  Lasowski,  Evaluator 
Daniel  M.  Weeber,  Technical  Specialist 


Dallas  Regional  Office 


Reid  Jones,  Evaluator 
Jimmy  Palmer,  Evaluator 


(88SI75) 
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Ordering  IrJormation  . 

Tl'.e  first  copy  of  each  GAO  report  is  free.  Additional  copies  are  t2. 
each.  Orders  should  be  sent  to  the  following  address,  accompanied 
by  a '  heck  or  money  order  made  out  to  the  Sip  erintendent  of  I>ocu 
ms  nl  ,  when  necessary.  Orders  for  100  or  mor  •  copies  to  be  mailed 
to  n  f>  ,  ngle  address  are  discounted  25  percent. 

U.S.  Gimcral  Accounting  Office 
P.O.  Box  5015 
Gaithersburg,  MD  2.?>o77 


Orner,-.  may  also  be  ■]■.!;  ced  by  calling  (2,02)  275-024]. 
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